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SUMMVARY OF DECI SI ON*

This O der adopts the Qctober 14, 1994 sti pul at ed
Alternative Rate Plan 2 ("ARP' or "stipulated ARP') for QW signed
by nearly all of the active parties in Phase Il of this case.
The Cctober 14th Stipulation ("the Stipul ation") 3 sets forth the
way in which Central Mine Power Conpany's ("QOW' or the
"Conpany") rates will be determned for the next 5 years.

In our view, the adoption of the Stipulation represents a
very positive step for regulation in Maine. The Stipulation
provi des, under a very broad set of assunptions, a high degree of
stability and predictability in electric rates for QW custoners.
In light of the substantial and often unpredictable rate
i ncreases of recent years, these benefits are worth achi eving.

As a Comm ssion, we have an obligation to mrror the effects
of genuine conpetition to the extent consistent w th our broader

'Pursuant to Section 1003(b) of Chapter 110 of the
Comm ssion's Rules of Practice and Procedure, the Conm ssion has
issued a two-part decision in this proceeding. A Summary and
Decision and Oder ("Short Oder") was issued on Decenber 30,
1994. This docunent ("Long Order") contains our detailed opinion
and subsi diary findings.

2The Phase | Order uses the term"Rate Stability Plan" in
describing the policy goals that we thought that an ARP could
serve. In this Oder, w find that the stipul ated ARP conplies
with the policy goals of a Rate Stability Plan as identified in
the Phase I Oder. However, we have not used the term"Rate
Stability Plan" in this Oder because of the potential confusion
of that termwith a "Rate Stabilization Agreenent” as that term
is used in 35-AMRS. A 8 3156 and because the stipul ated ARP
provides a variety of benefits in addition to rate stability,
i ncl udi ng ongoi ng regul ati on and oversight, rate predictability,
risk shifting and i nproved incentives for QW.

3The Qctober 14th Stipul ati on was signed by CW, the

Advocacy Staff, the Ofice of the Public Advocate, the Conmerci al
Qustoner Wility Coalition, the Departnent of the Navy and the
Anerican Association of Retired Persons ("stipulating parties").
The Alliance to Benefit Consunmers (ABC) filed a Brief in which it
opposed the Stipulation. The Industrial Energy Consumer G oup
and the Bath Iron Wrks Corporation did not file briefs and took
no formal position with regard to the Stipul ation.
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conmmtnent to serve the public interest. The proposed
Stipulation fulfills this obligation in at |east two ways.

First, the pricing flexibility conponent noves toward | eveling
the playing field between OV and its conpetitors in the retai
energy nmarket, while recognizing that the degree of conpetition,
and consuner infornmation and expectations, have not yet reached
the point where all pricing constraints can safely be renoved.
Second, the price cap provisions of the Stipul ation, together
with the virtual elimnation of the fuel clause, give incentives
and create risks for QW s nmanagenent nuch closer to those found
in less regul ated conpanies. W viewthis as a positive step
away fromthe inperfect surrogate to market pressures provided by
nore traditional regulation, to a nore direct |ink between
performance and profits.

No one should interpret our adoption of the Stipulation as a
wi I lingness to abandon our central regulatory task of ensuring
that OW' s custoners recei ve adequate service at just and
reasonabl e rates. Indeed, the Stipulation explicitly preserves
the full panoply of traditional regulatory tools that would
permt our intervention if it appears that the new form of
regulation is operating against this central objective, and in
fact creates newtools to help ensure that service quality and
denmand- si de managenent objectives are net.

Finally, there is another inportant factor weighing in favor
of our permtting the Stipulation to take effect. There are many
occasi ons where government in general, and the Coomssion in
particul ar, nmust choose between or anong irreconcil able
positions. At one level, that is the Commssion's job
description: to determne which party's proposal s best effectuate
the Legislature's objectives.

There are al so occasions, however, and we believe this is
one, where the Comm ssion should defer to the efforts of the
parties before it; who have reached an overall resolution to a
conplex and difficult set of problens. W nust, of course,
deci de whet her the proposed resolution is contrary to |legislative
mandat e (and here we conclude that the Stipulation is fully
consistent with all applicable |aws); and we shoul d al so assess
whet her the parties proposing the Stipulation represent a
sufficiently broad spectrumof interests so we can be sure there
IS no appearance or reality of disenfranchisenent. In fact, this
Stipulation is supported by an extraordinarily broad range of
interests: the Public Advocate, charged with representing
consuner interests; the Commssion's Advocacy Staff, responsible
to the Coomssion to present its best estination of the
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appropriate bal ance of interests anong the parties; the CQUC a
group representing comercial custoners; the AARP, which has

el sewhere opposed alternative rate plans, and whi ch chanpi ons
residential custoners; the departnent of the Navy; and QW
representing the interests of its sharehol ders.

VW are personally gratified that such diverse interests have
found common ground for resolving the difficult and i mensely
i nportant question of how we should tailor our regul atory process
to the changing needs of OW and its custoners. Governnent
shoul d not al ways assune that we are the keepers of perfect
wi sdom and that deviations fromexactly what we think is the
"right" answer should be prohibited. CGovernnment can and shoul d
al so serve as a forumfor parties to work out their differences
in the spirit of common purpose and nutual benefit. W wll not,
of course, abandon our independent judgnment. W renain the
arbiters of disputes, and we nmust ensure that the Legislature's
policies are carried out. But cooperative efforts as an
alternative to contentious litigation should be encouraged, and
for that reason -- anmong nany others -- we have concl uded t hat
the Stipulation should be approved w thout nodification.

1. I NTRODUCTI ON AND BACKGROUND

A Procedural H story

The procedural history of Phase Il of this proceeding
is set forth in Appendix A of this Oder.

B. H storical Context: Cverview of the Events Leadi ng up

to the Stipulation

Wth this Oder, we hope to end a tumultuous period in
CW' s history in a way that wll likely provide significant
benefits to OW' s ratepayers, and provide OW with increased
incentives to be efficient.

In the last few years, the level and the rate of
increase of OV s rates and CM' s inability to noderate those
rate i ncreases have led to very contentious rate cases before the
Comm ssion. On a Conpany-w de basis, OW s rates rose about 10%
per year from 1990 through 1992. Such rapid rate increases |ed
to widespread public concern that the | evel and design of CW' s
rates were serious problens for all classes of OW s custoners
and that further rate increases nust be noderat ed.
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In the August 5 Order in Docket Nos. 92-078 and 89- 068,
t he Comm ssi on:

. O dered a focused nmanagenent audit for OW and an
informal investigation of OW s financial condition.
The Comm ssion specified that the focused nmanagenent
audit should investigate OW s nmanagenent structure,
staffing | evel s, executive conpensation and sal ari es,
cost cutting and managenent efficiency. The purpose of
t he focused managenent audit was to "ensure that QW is
run efficiently;"”

. Noted that OW' s next base rate case woul d be pursued
w th "aggressive scrutiny, seeking cost reduction in
every possible area of the Conpany's revenue
requi renent;" and,

. Stated that expanded participation by representatives
of customer classes that do not usually have an
i ndependent voi ce in Conm ssion proceedi ngs woul d
provi de additional perspectives for Comm ssion
consi deration and would likely inprove the substance of
Comm ssi on proceedi ngs.

Oh March 1, 1993, OW filed a base rate case that
requested a $95 mllion increase in nonfuel rates. QOW's
request, which was litigated in Phase | of this proceedi ng,
hei ghtened the public's concerns about CW' s rates. On Decenber
14, 1993, we granted a $26.2 mllion rate increase for CW. In
the Phase | O der, we acknow edged that OW' s rates had ri sen
significantly in recent years, which adversely affected QW' s
conpetitive position during a severe recession. The Conm ssion
specifically found that:

. COW° had engaged in a reactive strategy of
"responsi bility deflection" rather than "proactively
cutting costs,"” indicating that OW | acked a corporate
culture that was strongly commtted to cost cutting;

. CW' s "perfornmance in the area of managenent efficiency
and cost cutting has been inadequate." Based on the
i nformation provided by the nmanagenent audit and ot her
evi dence, the Commi ssion inposed a $25.3 mllion
managenent efficiency adjustnent; and,

. An ARP is likely to provide a "better neans" to ensure
that ratepayers do not pay for inefficiency and that
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managenent has the proper incentive to control costs.
Regardi ng ARP issues, the Phase | Oder found that:

The record in this proceedi ng supports pronpt
consideration of an alternative ratenaking
plan for GW. Since the record identifies
"inpl enentati on” and ot her issues that shoul d
be further explored, the Coomssion directs
COWP, Advocate Staff and any other party who
wants to participate, to develop a specific
price-cap plan for QW

C The | npl enentati on | ssues

In our Phase | Oder, we stated that:

[We find that an alternative rate plan, in
particular a price cap nechanism is likely
to be a better nmeans to ensure that
ratepayers do not pay for inefficiency and

t hat managenent has the proper incentive to
control costs. W also believe that this
alternative way better accommodates the
growi ng | evel of conpetition in the electric
industry by providing greater flexibility to
CWP wi thout sacrificing the interests of

OW' s "core" ratepayers.

W found that the precise paraneters of the proper ARP for QW
requi red additional devel opnent in a second phase of this
proceeding, and identified the follow ng 11 "inpl enentati on

i ssues" that required additional devel opnment by the parties in
t he Phase Il proceeding:

1. Sel ection of a price index

2. G eation of a profit-sharing conponent

3. Productivity of fset

4. Scope of annual review

5. Qustoner satisfaction and reliability incentives
6. Definition of mandated costs

7. Treat nent of fuel and purchased- power costs
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8. Ef f ect on denand-si de managenent (DSM activities

9. Termnati on option

10. Pricing flexibility

11. Hectricity Lifeline Program ("ELP') under an ARP
The Phase | Order enphasized itens 3, 5 and 7, above, as the nost
inportant issues. The Order al so posed questions and identified

concerns relating to all 11 issues.

D. Franmewor k of this O der

In Part Il of this Order, we undertake a summary and
anal ysis of each of the discrete conponents of the Stipul ation.
In Part IV we discuss the goals of an alternative rate plan and
anal yze whether the stipul ated ARP achi eves these goals. Part |V
i ncl udes separate financial and qualitative anal yses of the
Stipulation as well as a discussion of the Comm ssion's | egal
authority to adopt an ARP for CW. In Part V of this Oder, we
di scuss proposed schedul e revi sions and 5-year contracts that QW
filed on Novenber 22, 1994 pursuant to the pricing flexibility
provi sions of the Stipul ated ARP.

The Cctober 14th Stipulation is attached to and
incorporated into the Order. Qur description of the provisions
of the Stipulation in the text of this Oder is sunmary in nature
and omts specific details about the Stipulation. For the
purposes of this Oder and future proceedings, the Stipulation is
the control ling docunment regarding the specific terns and
requi renents of the ARP that we have adopted for QW

I11. SUMVARY AND ANALYSI S OF THE COVPONENTS OF THE STI PULATI ON

A | nt roduct ory Renar ks

Wil e the question before us is whether or not to
approve the Stipulation, an extensive record has been devel oped
on alternative rate plans in both phases of this proceeding. The
Phase | record in this case includes extensive evidence, both pro
and con, on the advisability of noving to a new formof rate
regul ation, such as price cap regul ation.

The record in Phase Il of this proceeding includes
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anpl e evidence regarding the advisability of adopting a new form
of rate regulation and two alternative designs of an ARP for CWP.
The two plans presented in Phase Il were an ARP devel oped by QW
and an ARP, known as the Public Party/ Qustoner Proposal (PPCP)
devel oped by nost of the non-COWP parties in this proceedi ng,
including the Advocacy Staff (Staff), the Commercial Qustoners
Uility Coalition (CQUC), the Ofice of the Public Advocate
(CGPA), the Maine State Legislative Coonmttee of the Anerican
Associ ation of Retired Persons (AARP) and the Departnent of the
Navy (Navy). # Appendix B to this Oder summarizes the major
provi sions of the PPCP ARP, the OMP ARP and the stipul ated ARP.

What follows is a sunmmary and anal ysis of the
conponents of the stipulated ARP.

B. Price Cap Conponent

In Phase | of this case, the Comm ssion found that an
ARP shoul d be conposed of a price cap with profit-sharing, and
pricing flexibility. The stipulated ARP contains these
conponent s.

The price cap in the stipulated ARP is a price ceiling
and is adjusted annually. The price cap formula includes a price
index, a productivity offset, a profit sharing mechani sm sharing
of QF restructuring benefits, flowhrough itens and a nmechani sm
to recogni ze mandat ed costs.

1. Starting Point

The stipulated ARP incorporates a starting point
that is set at current rates (based upon the Phase | rate case
decision in this proceeding as adjusted by the August 1, 1994
fuel adjustnent clause increase and the FEV (F buyout). 5

2. Pri ce | ndex

“During the discovery and hearing phase of this case, the
CPA and AARP recommended that no ARP be adopted for OW at this
tine. However, both parties preferred the PPCP ARP to the QW
ARP.

5See Central Miine Power Co, Application for Fuel Cost
Adj ust nent , Docket No. 94-103 (July 21, 1994) and Central Maine

Power Co., Proposed Electric Rate Stabilization Project , Docket
No. 94-213 (Aug. 18, 1994).
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The stipul ated ARP uses the Gross Domestic
Product-Price Index ("GP-Pl") as the inflation (price) index.
The price index is the percentage of increase in the GP-Pl price
index for the fourth quarter of the prior year conpared to the
@P-PI for the fourth quarter of the preceding year. This index
is reported by the U S Departnment of Conmerce, Bureau of
Econom c Anal ysis pursuant to Paragraph 6 and Attachnent | of the
Stipulation. ® The GDP-PI is an econony-w de index, simlar to
the indexes listed in the Phase | Oder.

VW agree that the (GP-Pl as applied in
Attachnment | is a reasonable neasure of inflation for purposes of
establishing a price index. This neasure is a nmuch broader index
than the CPI-U index, is based on a nore current narket basket
than the CPI-U (1987 versus 1982-1984), and has exhibited nore
stability than the CPI-U over the years.

3. Productivity Ofset and CF Factor

The ARP reflects a general productivity offset of
1.0% and a F factor of 0.375, based on the assunption that 37.5%
of O s total costs are not affected by inflation. For 1995,
the productivity offset is 0.5% For 1996, the offset is 1.0%if
inflation is below 4.5% and the greater of 3.5% or
(1-.375)x(inflation - 1.0% for inflation above 4.5% For the
1997-1999 period, if inflationis 3% the productivity offset and
& factor will be 1.75%per year. As inflation rises, so does
the size of the productivity offset.

In our Phase | Oder, we noted that the
productivity offset is "the nost significant issue in determning
the specific characteristics" of an ARP, and indicated that the
productivity offset should be no | ess than one percent. W also
suggested that a "stretch factor” to the productivity offset be
considered to mnimze risks to consunmers and to provide further
incentive for OW to inprove its cost efficiency.

The level of the productivity offset is inportant
because it affects the allocation of efficiency gains betwen QW
sharehol ders and ratepayers. The stipulated ARP' s offset is
reasonabl e because it provides ratepayers with a significant
share of potential efficiency gains and allows COW an opportunity

®Gtations in this Oder to "Paragraph" or "Attachnent"
refer to the nunbered provisions and lettered attachnents of the
Stipul ation.
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to gradually inprove its financial integrity. W also find that
the QF factor provides an appropriate way to address the fact
that a substantial portion of OW s fuel costs are not directly
affected by inflation.

4. Profit-Sharing

The price cap has a profit-sharing conponent that
adj usts the subsequent year's earnings if the earnings are
outside a +350-basi s-poi nt bandw dth around the authorized cost
of equity (currently 7.05%to 14.05%. OCW' s current authorized
cost of equity is 10.55% The profit-sharing conponent wll be
in effect for each price change taking place on or after July 1
1996. Paragraph 7.

In our Phase | Oder, we envisioned an ARP t hat
woul d i nclude, anong other things, a profit-sharing conponent.
W set forth certain issues regarding the design of a profit-
shari ng mechani sm such as the specification of the
profit-sharing bands and the sharing ratios.

a. Profit Bandwi dth

The Stipulation incorporates a  +350- basi s-
poi nt bandw dt h above and bel ow a benchmark return on equity of
10.55% as adjusted by the RCE benchnmark di scussed bel ow. The
earned RCE is calculated by first conputing the earned RCE on a
"financial reporting basis." That figure is adjusted as required
by law or regul ation to exclude revenues, expenses or profits (or
| osses) that nust be renoved for ratenaki ng purposes. Paragraphs
7(a) and 7(b).

VW find that a wide bandw dth provides: 1) a
"safety net" that protects the Conpany and ratepayers fromthe
i ncreased risks associated with extreme sw ngs in earnings,;
2) further benefits to ratepayers if OW is able to achi eve
significantly inproved profitability; 3) a way to shift the risks
of lowprofitability away fromratepayers; and 4) inproved
incentives and risk allocation. Therefore, we find the +350-
basi s- poi nt bandwi dth contained in the Stipulation to be
reasonabl e.

b. Sharing Ratios

The Stipulation provides for a 50/50 sharing
of profits or |osses outside the  +350-basi s-poi nt bandw dt h.
Earnings will be conputed on a cal endar year basis and the
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sharing, if any, will be effective on July 1 of the year
i mredi ately followi ng the applicabl e cal endar year.
Par agraph 7(c).

VW concur with the stipulating parties that
the 50/50 sharing ratio strikes a reasonabl e bal ance between the
need to provide a strong efficiency incentive to CW and t he
concern that the risk allocation between ratepayers and
shar ehol ders nust be nmanageabl e froma financial perspective.

C. RCE Benchnar k

The Stipul ation indexes the RCE benchmark for
pur poses of the profit-sharing nechanism The index, on a 12-
nmont h cal endar year basis, averages the dividend yields of
Moody's group of 24 electric utilities and Mody's utility bond
yields. The index value is conpared to the base year average
(conputed for the period July 1, 1992 through June 30, 1993), and
the difference is added to, or subtracted from the current
10. 55% aut hori zed RCE. The Stipulation also limts QW s comon
equity ratio for purposes of this calculation to no nore than
50% Paragraph 7(d); Attachnent B

The Comm ssion | ast established OW' s capital
structure and return on equity in the Phase | Oder. The
Stipulation adopts our Phase | cost of equity of 10.55% although
the cost of capital and capital structure issues wll be
reconsi dered during the md-period reviewin 1997. Paragraph 21.
Under the profit-sharing conponent, the naxi num al |l owed conmon
equity ratiois limted to 50% This feature of the Stipulation
anmel i orates our concern that if GOW s common equity ratio rises
above 50%that an "earnings sharing" rate increase woul d be nore
likely to occur.

VW have two m nor concerns about the RCE
benchmark. First, we are concerned that given recent significant
increases in interest rates, the RCE benchmark coul d reduce or
elimnate any potential "upside" benefit to ratepayers under the
profit-sharing conponent. Second, in terns of methodol ogy, we
believe that the Mody's "dividend yield" and "utility bond
yi el d* benchnarks can provide only a rough approxi nati on of
changes in GW's cost of equity. The Mody's dividend yield, for
exanpl e, does not reflect changes in the expected dividend grow h
rate of the index.

Wi le this RCE benchnark feature of the
profit-sharing conponent has the m nor drawbacks noted above,
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t hese drawbacks are not significant enough to cause us to reject
the Stipulation. The RCE benchrmark is relatively easy to
calculate and will help to ensure that the earned RCE i s set
within a reasonabl e range.

5. Passt hrough |tens

a. Mandat ed Costs

The Stipulation lists certain nandated costs
that nust be dealt with outside the price index and provides a
definition that limts potential future nmandated costs.
Specifically identified nandated costs incl ude:

. Denmand- S de Managenent (DSM costs that wll
be included in the price change beginning in
1996. Deferred DSM costs and reconcil abl e
costs will be treated as mandated costs with
an annual price increase linitation of $2
mllion. Any excess over this $2 mllion
l[imtation will be deferred and recovered as
part of the next price change.
Par agraph 11(a).

. Fifty percent of the costs of transition to
Statenment of Fi nancial Accounting Standards
(SFAS) No. 106 (Enpl oyers' Accounting for
Post - Retirenment Benefits Qher Than Pensi ons)
will be recovered as a passthrough item
This amount will be phased in ratably over 3
years beginning in 1995. Paragraph 11(b).

. Electric Lifeline Programbenefits will be
funded based upon current Comm ssion
requirenents. Any difference between act ual
and funded levels will be deferred until the
m d- period review Paragraph 13.

During the annual review proceedi ngs under
the stipulated ARP, the Coonmssion will review any future
mandat ed costs that are not specifically identifiable at this
tine and neet the followng three criteria:

. Exceed $3 mllion in annual revenue
requirenents at the tinme of inclusion in
rates for each item
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. At | east have a disproportionate effect on
the Conpany or the electric utility industry;
and

. Not be adequately accounted for in the price

i ndex. Paragraph 12.

Any cost increases or decreases that satisfy these three criteria
w |l be reviewed during the correspondi ng ARP review and any
non-recurring costs wll be renoved fromrates in the year
follow ng full recovery.

In our Phase | Oder, we stated that the |ist
of mandated costs should be kept to a mninumto encourage CWP to
control costs. W believe that the Stipulation's definition of
mandat ed costs is sufficiently limted. The qualifications
i nposed for their inclusion in the annual review are narrow
enough to assure us that only significant and unusual cost
changes w |l be passed through to custoners.

b. CF Buyout Savi ngs and Costs

Par agraphs 8 through 10 and Attachnments C and
D of the Stipulation describe the treatnent of savings/costs
associated with QF contract buyouts and restructurings that wll
no | onger be processed through the fuel clause.

According to Paragraph 8, net savings from(F
contract buyouts and restructurings consummated after Cctober 1,
1994, will be shared 50/ 50 between sharehol ders and rat epayers
(with several exceptions noted in Paragraphs 9 and 10). The
rat epayer share of net savings/costs during a cal endar year will
be flowed through to ratepayers during the next year. At the
time of the annual review, COWPP will file its estinate of net
savi ngs/costs during the previous year and other parties will be
able to examne these estinmates. Attachnment C further defines
net savings/costs and the treatnment of up-front costs associ ated
w th restructuring.

Par agraph 9 describes the flowt hrough of
savings fromthe recent buyout of Fairfield Energy Venture (FEV).
Under this provision, there will be a $1.4 mllion rate decrease
on July 1, 1995, which is in addition to the $5.6 nillion
decrease that was inplenented on Decenber 1, 1994. In the event
that there are additional costs or savings associated with the
FEV buyout, these will be flowed through in the manner descri bed
in Attachment D of the Stipul ation.
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Par agraph 10 and Attachnent D describe the
fl owt hrough of net savings/costs from QF contract buyouts and
restructurings that are financed through the Finance Authority of
Maine (FAME). Al of these net savings/costs wll be flowed
through to ratepayers on an annual basis as a nmandated cost.
During the annual review proceedings, OW wll file an estinate
of its savings/costs for the upcomng rate year, report partially
estimated actual savings/costs for the current rate year, and
flow through any difference to ratepayers at the tinme of the next
schedul ed rate change.

The Comm ssion's Phase | Order discusses a
nunber of concerns related to the recovery of purchased power
costs in the fuel clause, the renoval of capacity costs fromthe
fuel clause, and the incentive effects of various treatnents.
Pursuant to Paragraph 22 of the Stipulation, the fuel clause for
CW is termnated during the termof the stipulated ARP, which
elimnates our concerns regarding the treatnent of purchased
power costs in the fuel clause.

Ve find that the 50/50 sharing between
rat epayers and sharehol ders of savings due to QF contract buyouts
and restructurings creates strong incentives for OW to seek such
savings and is reasonable. The treatnent of savings fromthe FEV
restructuring, financed through FAME, is consistent with
35-A MRS A 8 3156. The Stipulation's differing treatnent of
savi ngs for FAME-financed buyouts and restructurings (100%
passt hrough to ratepayers) and savi ngs fromother G buyouts and
restructurings (50/50 sharing) may have the unintended effect,
however, of giving OW an incentive to seek alternatives to FAME
financing. W intend to nonitor how future buyouts and
restructurings are financed to prevent this unintended incentive
fromworking to the detrinent of OW' s custoners. W note that
t he 100% passt hrough provi sion applies only when FAME fi nanci ng
isinvolved. Only $33.5 mllion of funds remain available for G
buyouts or buydowns that are executed before May 1, 1995.

6. The Price | ndex Formul a

In this part of the Oder, we summarize and
anal yze how the price cap conponents (the price index, the
productivity offset, and the @ factor) will work in tandem under
the stipulated ARP. Passthrough itens are not included in the
di scussion in this section. Thus, actual price increases are
likely to be different fromthose presented in this section. For
estimates of projected rate increases under the ARP, including
currently known passthrough itens, see Part 1V (B)
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The price index, the productivity offset (0.5%in
1995 and one percent in 1996-99) and the @ factor (37.5%in
1996-99), can be summarized in the foll ow ng equations:

1995: Price index = Inflation%- 0.5%
1996: If inflationis < 4.5% then the:
Price index = Inflation%- 1.0%

If inflationis > 4.5% then the
Price index = the greater of:

a) 3.5% or,
b) (1 - 0.375) * (Inflation - 1.0%
1997-99: Price index = (1 - 0.375) * (Inflation - 1.0%.
Tabl e 1 bel ow presents the results of the above
equations given various inflation assunptions. |In all years, the
assumed price increase is less than the rate of inflation. It is

possi bl e that actual inflation rates will be higher or |ower than
the range of rates sumarized in Tables 1 and 2.
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ASSUMED PRI CE | NCREASES FOR ELECTRICI TY G VEN VAR QUS
ASSUVED | NFLATI ON RATES ( EXCLUDES PASSTHROUGH | TEMS)

1995

@P- Pl Change
3. 0%
5%
0%
5%
0%
5%
0%

o o o & H W

2
3
3
4
4
5
5

. 5%
. 0%
. 5%
. 0%
. 5%
. 0%
. 5%

1996
2. 0%
2.5%
3. 0%
3.5%
3.5%
3.5%
3.5%

1997- 1999

1
. 5625%
. 8750%
. 1875%
. 5000%
. 8125%
. 1250%

w N D N P

2500%

Based on these considerations, we find that the

price cap conponent of the Stipulation is reasonable.

7. Summary of Price Cap Anal ysis

The price cap conponent of the Stipulation

provi des a bal anced and wor kabl e price cap ratenaki ng formul a.

VW find a nunber of benefits in the price cap conponent of the

Stipul ation.

. The formul a provides for rate increases that are
bel ow the prior year's inflation rate in al

cases.

. The 0.5% productivity offset in 1995 provides the
Conpany with a reasonabl e opportunity gradually to

inprove its financial

integrity, which shoul d

benefit both ratepayers and sharehol ders in the

long term

. The over al

. Dol l ar-for-dollar recovery of fuel
power costs under the reconcil abl e fuel

offset to the price index,
the productivity offset and the QF factor,
significantly greater than one percent.

is

i ncl udi ng

and pur chased
adj ust nent
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clause is elimnated, which should provide
i nproved cost cutting incentives to QW

. The productivity offset provides ratepayers with a
significant share of potential efficiency gains.

. The profit bandw dth is w de enough to assure us
that only extreme swings in earnings will be
shared by ratepayers and sharehol ders.

. The 50/ 50 sharing ratio between sharehol ders and
ratepayers is clear and understandable and wil |
provi de inproved incentives relative to
traditional regulation.

. The benchmark RCE will be sufficiently
straightforward to cal cul ate during the annua
revi ew.

Based on these findings, we conclude that the
price-cap conponent of the Stipulation is reasonable and will
produce rates that are just and reasonabl e.

C Pricing Flexibility Conponent

1. Summary of the Stipul ation

Paragraph 15 and Attachnment F of the Stipul ation
establish the pricing flexibility conponent of the ARP.
Attachment F describes the pricing flexibility programand serves
as its terns and conditions. Paragraph 15 al so acknow edges t hat
the issue of interimfloor prices will have to be resol ved before
the programcan be fully inplenented.

Described broadly, the stipulated ARP s pricing
flexibility programprovides a nunber of options within which QW
may price flexibly, typically between a narginal -cost-based fl oor
and a rate cap (at the rate | evels established by the ARP pricing
mechani sn), w thout having to seek Conm ssion approval. It
i ncl udes a nunber of safeguards designed to protect core
custoners, to avoid undue discrimnation, and to preserve
Comm ssion policy as expressed in the Docket No. 92-315 Phase |
Oder.” Proposals not nmeeting the criteria of this programare

‘Central Maine Power Co., Conm ssion |nvestigation of
GConpany' s Resource Plan , Docket No., 92-315(1) (Feb. 18, 1994).
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perm ssi ble, but require Coomssion review, which will be
conpl eted within a nmaxi rumof four nonths. Rate design
proceedi ngs, that |lower rates for sone custoners while raising
rates for others, may occur during the ARP.

What follows is a summary of the pricing
flexibility provisions set forth in Attachnent F. These
sumaries, however, omt inportant details that are in
Attachrment F, which remains the controlling docunent.

a. Exi sting Qustoner {d asses

For existing custoner classes, OW nmay set
rates between the rate cap and | ong-term nmargi nal cost (except
that the discount fromthe rate cap cannot exceed 40%. Changes
can occur no nore than twice a year (in addition to the annual
rate cap change). Individual rate elenments for an existing
custoner class can be nodified, subject to a nunber of rules and
l[imtations. The existence or absence of a block structure will
be mai ntained, although imted nodifications to the rel ati onship
among bl ocks are permssible, subject to simlar rules. Larger
changes in rate design nmay be considered in Phase Il of Docket
No. 92-315. Long-termmarginal costs will be established in that
sane proceeding, and will be updated in limted ways during the
ARP annual reviews.

The Conpany nust file proposed rate change
schedules with an effective date of 30 days. Parties may commrent
or object. The Commssion will suspend the proposed schedul es
only if it finds that the schedul es do not conformto ARP
requi renents. Decisions on suspended schedul es nust be nade
within 4 nonths of the Conpany's initial filing. This procedure
allows conformng rates to go into effect in 30 days w thout the
need for Conmm ssion approval. The Conpany nust provi de regul ar
notice to custoners that are charged rates bel ow the rate cap,
war ni ng them of certain risks.

b. New Custoner d asses for ptional Targeted

Servi ce

CVMP may establish new custoner classes for
targeted services, based on marketing characteristics. Rates for
new y created custoner classes will be capped at the rate of the
class that the custoner woul d have otherw se been in. Filing and
noti ce procedures are the sane as those for proposed changes to
exi sting custoner classes. Tenporary and permanent |oad are
treated differently.



O der - 19 - Docket No. 92-345(11)

Tenporary targeted rates are for short-term
load retention and increnental sales. Rates will be set such
that the total revenue collected will at |east equal short-run
margi nal cost plus 1.5¢/kWi. Rate elenments will at |east equal
short-run marginal cost.

Permanent load is defined as load that is
expected to continue indefinitely, regardl ess of rate changes.
Rates will be set such that the total revenue collected wll at
| east equal long-termmarginal cost. Rate elenments will at |east
equal long-termmarginal cost. CMP may not use these rates to
pronote residential baseboard resistance heating. Rates that
satisfy these criteria nmay becone effective in 30 days, provided
that OW shows that the cost tests described in section d.,
below, are likely to be satisfied.

C. Special Rate Contracts with | ndividua
Cust oner s

CMP may enter into special rate contracts
wi th individual custonmers. Long-termand short-termcontracts
are treated differently.

"Short-term contracts are defined as
contracts for 5 years or less entered into during 1995 and 1996,
and for 3 years or less thereafter. For short-termcontracts
serving tenporary load, rates will be such that the total revenue
collected will at |east equal short-run marginal cost plus
1.5¢/ kWw. Rate elenments will at |east equal short-run margi na
cost. Notice and filing requirenents are simlar to those
di scussed in part a., above.

Long-termcontracts require Comm SSion revi ew
and approval. D rect conpetitors will be identified and notified
of the pending special rate contract.

For contracts inducing |oad that is expected
to be permanent, rates charged will be designed to ensure that
the total revenue and individual rate elenents will at |east
equal long-termmarginal cost. CWP will take all reasonable
steps to guarantee that any pernmanent |oad that is acquired is
consistent with State energy policy and regul ation, and that the
custoner is nade aware of all of OW' s energy efficiency
prograns. Special rate contracts for permanent |oad neeting
these criteria may go into effect in 30 days w thout Comm ssion
approval , provided that OW shows that certain cost tests
described in part d., below, are likely to be satisfied.
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d. Cost Tests for Pernmanent Load

The cost tests for targeted service rates and
speci al contracts, where the load is expected to be pernmanent,
are the revenue test, total resource test, and participant test.
The revenue test concerns the effect of a load on the utility's
net revenues (present value) over the duration of the |oad, thus
focusing on the utility's economc interests. The total resource
test is an analysis of the overall economc efficiency of the
energy end use whi ch considers costs and benefits to the utility,
ratepayers, and participants taken together. The partici pant
test | ooks at costs and benefits fromthe participant's
perspective. This |last test need not be satisfied for |loads in
excess of 20 kW

e. Mtigation of Ri sks Associated with Pricing

Flexibility

Rat epayers coul d be adversely affected by
pricing flexibility if the resulting revenue | osses trigger the
earni ngs sharing nmechanismof the ARP. To |limt ratepayer
exposure to this risk, a "Revenue Delta Cap" is established,
equal to 15% of the revenue that woul d have been collected if al
actual kW sal es had been charged at full capped rates.

Attachment Fat 90 OW will estinate the Revenue Delta at the
time of the annual review COW will be required to petition the
Comm ssion for authority to offer further discounted rates if the
cap has been exceeded, or appears likely to be exceeded. 8

During the md-period reviewin 1997, the
Comm ssion will reviewthe pricing flexibility provisions of the
ARP. Wien the ARP ends, the Comm ssion wll consider reducing
di scounts before raising other rates. ° COW will track and report
in the annual reviewthe results of its load growth efforts. |If

8The rate decrease for LGS ST-TQU and LGS T- TQU cust oner s
di scussed in Part V below, anmounts to about 15% of the revenue
that woul d ot herw se be coll ected. Because revenues from
LGS ST-TQU and LGS T- TQU customers conpri se about 30% of OW's
total revenues, it does not appear that the 15% Revenue Delta Cap
will be exceeded as a result of OW' s proposed rate reduction for
t hese two custoner cl asses.

°Thi s aspect of the Stipulation can be found in Attachnent
F(V)(O (Transition out of ARP). Stipulation Paragraph 23
erroneously refers the reader to Attachment F(1V)(C.
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COWP seeks additional generation resources, it nust performan
anal ysis of costs, benefits, and rate inpacts of such resource
acqui sition, including a show ng that ratepayers are not harmed
by the need to serve load that is induced by pricing flexibility.

2. Rel evant Phase | | ssues

In our Phase | Oder, we nade it clear that
pricing flexibility was to be an inportant conponent of an ARP
for GW. In the Phase | Order, we noted that pricing flexibility
woul d permt COW to change rates between a maxinumrate cap and a
mar gi nal -cost-based floor. W further noted that revenue
deficits fromreduced prices shoul d be borne by sharehol ders, not
ratepayers. W noted that this would be simlar to conpetitive
markets, in which simlar deficits cannot be passed on to other
custoners, but nust instead be addressed by seeking efficiency
i nprovenents. W also noted that pricing flexibility woul d
enable CWP to conpete to retain custoners with alternative energy
supply options. Pricing flexibility would incorporate a strong
incentive to avoid free riders, because sharehol ders woul d bear
all or nost of the potential |oss of poor managenent deci sions.
VW further noted that pricing flexibility could enable the
Comm ssion to avoid having to process nunerous special rate
contracts on a case-by-case basis. Finally, the Comm ssion
rai sed a nunber of questions about pricing flexibility, including
its scope, its relationship to rate design proceedi ngs, and
whet her undue di scrimnation shoul d be a serious concern.

3. Analysis of Pricing Flexibility Conponent

The stipulated ARP' s pricing flexibility
provi sions address directly many concerns and reconmmendati ons
articulated in our Phase | Order. Wth mnor exceptions, the
ARP' s pricing flexibility provisions permt OW to charge rates
between the rate cap and the appropriate margi nal cost-based
floor. Captive custoners are protected by the rate cap and
revenue deficits are borne by sharehol ders, unless profit sharing
is triggered. The wide +350-point-bandw dth and the Revenue
Delta Cap mtigate this risk to ratepayers, although they do not
elimnate it entirely. The stipulated ARP allows for a review of
rates, shoul d excessive downsi de sharing becone a severe problem

Because OW will have substantial exposure to
revenue | osses due to discounting, the Conpany will have a strong
incentive to avoid giving unnecessary discounts, and it will have
a strong incentive to find cost savings to offset any such
losses. Pricing flexibility gives OW the opportunity to use
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price to conpete to retain custoners. These features of the

ARP' s pricing flexibility programsinmulate conditions in
conpetitive narkets and will hel p the Conpany adapt to increasing
conpetition in its industry.

VW agree that the Stipulation's requirenment to
provide notice to conpetitors addresses concerns about undue
discrimnation. W also agree that the cost tests in the
Stipul ated ARP provide a workable set of screening criteria for
per manent | oad buil di ng prograns.

The conditions inposed concerning rate el enents and
bl ock rel ati onshi ps serve to preserve the nost inportant rate
design rel ationships that we have established in the past. At
the same tine, it will be possible to conduct rate design
proceedings while the ARP is in place.

Wi |l e we acknow edge that the Stipulated ARP s
pricing flexibility programis conplex, we appreciate the
delicate bal ance required to reach a consensus solution. The
ARP s recognition of the differences between tenporary and
permanent | oad through the incorporation of different types of
margi nal cost floors, is inportant, because the cost inplications
for OW in the future may be quite different for these two types
of load. W believe that it is desirable to give GW as mnuch
flexibility within reasonably safe paraneters as possible, while
simul taneously protecting captive ratepayers.

Al t hough conplex, we find that the Stipul ated
ARP' s pricing flexibility programis consistent with the concerns
we expressed in our Phase | Oder and achi eves a reasonabl e
bal ance anong the conflicting goals of the stipulating parties.

D. QG her Conponent s

1. Low | ncone Prograns

In the Phase | Oder, we stated that COWP woul d be
expected to continue to operate its EHectric Lifeline Program
efficiently and target benefits appropriately if an ARP is
adopted. W do not expect that the EH ectric Lifeline Program
will be affected by our approval of the stipul ated ARP.

Par agraph 13 of the Stipulation provides for the
continued funding at current levels of OW's Eectric Lifeline
Programduring the termof the ARP. The H ectric Lifeline
Program Reserve Account will remain in place during the term of
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the ARP. Any differences between the anmount funded through
current rates and actual benefit expenses will be deferred until
the md-period reviewin 1997 and treated as a passthrough item
to ratepayers in that proceedi ng.

CWMP argues that this treatnment of benefit costs
renmoves any uni ntended incentive that the Conpany m ght otherw se
have to reduce programexpenditures. W find that the treatnent
of the Hectric Lifeline Programin the Stipulation is
reasonabl e.

2. Rest ructuri ng Charges

At Paragraph 14, OW commts to a wite-off 10 of
costs agai nst 1994 earnings associated with Electricity Revenue
Adj ust mrent Mechani sm (ERAM), deferred fuel, DSM and Wnan whi ch
woul d otherwi se be routinely reflected in rates. This wite-off
is currently estimated to be about $100.5 mllion, or $60. 4
mllion net of taxes. The stated purposes of the proposed wite-
offs are to mtigate price pressures, reduce ratepayer risk, and
to better position the Conpany financially to neet conpetition.
The Public Advocate argues that "while elimnating any prospect
for belowthe-line earnings for QW' s shareholders in 1994, this
‘restructuring charge' actually enhances the prospect of healthy
returns in future years."

Under the stipulated ARP, a |large portion of ERAM
dollars are used to fund the recovery of deferred fuel costs
after the ERAM anortization is conpleted. This is the case even
t hough deferred fuel and ERAM bal ances, anong other itens, are
"witten off." Staff notes that:

[d]espite the wite-off, it is Staff's view
that ratepayers still have an obligation
regarding the deferred costs. In essence,
"the wite-off' is sinply a neans for the
Conpany to 'nove earnings around in tine' so
that it can nore quickly return to financial
health. This is acconplished by flow ng
earnings to the bottomline that woul d

ot herwi se be designated for the recovery of
regul atory assets. This approach enabl ed QW

puring his deposition of Qctober 27, 1994, M. Marsh
i ndicated that QW believed the terns "restructuring charges" and
"wite-offs" could be used interchangeably.
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to agree to lower rate levels. However, in
our view, the wite-off does not affect the
rat epayer obligation regarding deferred costs
and the rates in the stipulated ARP refl ect
that obligation

COW has stated that it woul d not seek recovery of
these witten-off costs if the ARP termnates prenaturely, but
reserves the right to seek recovery of these costs as part of any
stranded i nvest ment char ge.

The restructuring charges will benefit ratepayers
in a nunber of ways. First, the likelihood that the
profit-sharing conponent will result in additional price
increases is reduced. Second, ratepayers will not be required to
pay any renai ning deferred fuel balance relating to the year-end
1994 bal ance in the event that the ARP termnates early. Third,
ratepayers will not have to pay for carrying costs associ ated
with fuel recovery, deferred denand-si de nanagenent costs and
ot her expenses that are witten-off.

VW find that the price cap plan allows the
recovery of these deferred costs in a reasonable manner. The
nost inportant benefit of this voluntary wite-off, in our view,
is that it helps to ensure that profit-sharing will be unlikely
during the termof the ARP, a result that is consistent with our
concept that the profit-sharing conponent shoul d provide an
explicit mechanismto share extrene outcones between ratepayers
and shar ehol ders.

3. Qustoner_Service and Reliability | ndex

In our Phase I Oder, we expressed concern about
the effect of an alternative rate plan on the Conpany's conti nued
incentive to provide high quality of service. In addition, we
questi oned whet her our current authority to penalize the Conpany
for an excessive nunber of consuner conplaints or safety and
reliability negligence provides an effective regulatory tool to
ensure high quality service.

Paragraph 16 and Attachnent G create a Qustoner
Service and Reliability Index that is intended to give OW an
explicit incentive to provide adequate service in three broad
categories: custoner satisfaction, service reliability and
custoner service. These include two custoner satisfaction
indicators, two service reliability indicators, and one custoner
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service indicator. The five benchnark indicators are:

. 82% of phone center custoners surveyed think the
CWP representative was know edgeabl e;

. 72% of the custoners surveyed respond that COW has
conpl eted new service installations on tineg;

. Qust oner Average Interruption Duration |ndex
(CAID) of 180 m nutes;

. System Average Interruption Frequency | ndex
(SAIFl) of 2.0 hours; and

. The 1993 PUC Conpl aint Ratio of 1.17 conplaints
per 1,000 custoners.

Attachment G al so establishes an earnings
reduction mechanismw th penalties ranging from $250,000 to $3

mllion. |f OW s net perfornmance declines, a custoner service
penalty will be inposed based on a formula that is included in
Attachment G Pursuant to Attachnent |, GW wll report the

yearly data based on these five indicators during the annual ARP
revi ew and provi de a cal cul ati on showi ng the performance score
achi eved by the Conpany and the resultant penalty, if any, and
any change in the index that may be required either as a result
of a current year penalty or the expiration of a prior year
penalty. Attachnent | indicates that any penalty inposed
pursuant to Attachment G would be treated as a passthrough in the
price cap conponent.

The Comm ssion's Consuner Assistance D vision
(CAD) calculated the 1993 PUC Conpl aint Ratio using the 1993
cl osed conplaint cases (582) and the total nunber of OQW's
custoners for 1992 (496,666). Wile we believe that a better
indicator of OW s performance is a ratio based on conpl ai nt
cases initiated during the applicable year and the total nunber
of Conpany custoners for the sane year , we are |oathe to disrupt
the Stipulation over this issue. W wll, however, entertain
fromthe stipulating parties any future proposal to report the
Conpl aint Ratio, for use during the annual ARP revi ew proceedi ng,
based on cases initiated during the year instead of closed cases
(as well as the nunber of custonmers for that same year).

The Staff asserts that the Qustoner Service and
Reliability Index is superior to traditional regul ati on because
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specific service quality standards are established and penal ties
are automatically assessed if a deterioration occurs. W agree
that specific service quality standards are superior to our
current renedies. Wile we are concerned that the custoner
servi ce penalty mechanismis conplicated, and uses cl osed cases
rather than initiated cases, these mnor deficiencies and
conplexities are, under the circunstances, acceptable. W
further find that the penalties in Attachnent G are reasonabl e.

VW believe that service quality and reliability
are an essential elenent of the stipulated ARP. If the
stipulated ARP is to succeed it nust receive general acceptance
fromCW s ratepayers and fromthe public at large. No ARP that
substantially reduces custoner service and reliability is likely
to receive the ratepayer and public support that it must have.
VW believe that the Custoner Service and Reliability I|ndex,

i ncluding the proposed baselines, will provide sufficient
incentives to OW to naintain its current |evels of custoner
service and reliability.

4. Least Cost Pl anni ng and DSM | ncenti ves

The major elenments of the Stipulation's treatnment
of COW' s Least Cost Pl anni ng and Denand- Si de Managenent (DSMV)
activities are found in Paragraph 17 and Attachment H In
addi tion, Paragraph 11 describes the flow hrough recovery of DSM
costs. Paragraph 18 describes an option for review ng or
termnating the ARP should OW' s DSMefforts fail to achieve
certain targets.

Pursuant to Paragraph 17, QW will annually file
savings targets for its DSMneasures as part of its Least Cost
Energy Resource Plan. |If OW fails to achieve 90%of its targets
during a given year, the Conpany will be penalized, according to
a schedul e provided in Attachment H The penalty will vary
dependi ng on which of the four performance bands i s achi eved.

Any penalty assessed pursuant to Attachnent H would be treated as
a passthrough in the price cap conponent of the Stipulation. |If
CW fails to achieve 90%of its DSMtargets in two consecutive
years, any party nmay petition the Coommssion for nodification or
termnation of the ARP. W find that the flow hrough recovery of
DSM costs al so has a desirable incentive for DSM because OW
cannot profit by reducing its DSM budget.

Upon application by OGwW, the Comm ssion wl|
conpl ete an investigation of "Ecowatts" screening criteria
appropriate for marketing under the "Ecowatts"” initiative. The
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Stipulation states that GOW' s proposals will be consistent with
the earlier work on this matter in the DSM Col | aborati ve.
Further, GW will not advertise any use of electricity as
environnmental |y beneficial before this investigation is
conpleted. Attachnent H

Attachment H page 3, presents OW s 1995 DSM
targets (or "commtnents, "), which include 45,000 kW in
addi tional DSM savings, wth increases and/or inprovenents in
nmany current prograns.

In the Phase | Oder, we noted that an ARP, in
effect, increases regulatory |lag and consequently coul d i ncrease
CMP s opportunity to profit by pronoting sales. The Oder al so
asks whet her sone strengthened DSMi ncentives mght be a
desirable feature of an ARP for CWP.

VW find that the penalty and recovery nechani sns
inthe Stipulation's treatnment of DSM adequat el y address our
Phase | concerns in this area. W further find that GW s 1995
DSM comm t ment appears reasonable for the Iimted purpose of
i npl ementi ng performance targets and penalties. Annual
consideration of DSMtargets and limted | east cost planning
issues in an annual DSM proceeding is |ikew se a reasonabl e
approach. W also find that the Stipulation's treatnent of |east
cost pl anni ng and denmand- si de nanagenent issues is satisfactory.
It indicates significant progress by the parties in resolving
their differences inthis difficult area. W assune that the
parties will nmake every effort to mnimze the contentiousness of
DSM i ssues in the annual DSM proceedi ngs, and will take every
step necessary to ensure that COW' s DSM expendi tures are cost
effecti ve.

5. Addi tional ARP-Rel at ed Proceedi nas

The stipul ated ARP contenpl ates a variety of
proceedings during the termof the ARP. Paragraph 20 provides
for annual review proceedings that will begin each March 15 when
QW files its annual review information, and will conclude in
tinme for inplenmentation on July 1. Paragraph 21 calls for a
md-period ARP review to take place in 1997. During the
m d-period review the Conmssion will "assess the overall
operation and results of the ARP s perfornance" and consi der
ot her specific aspects of the ARP that are identified in
Par agr aph 21.

Par agraph 23 provides for a final ARP reviewin
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1999 "to determ ne whether the ARP should continue after the end
of 1999 and what changes to the ARP may be reasonabl e and
appropriate for subsequent periods."

The stipulating parties have identified two
specific instances in which the ARP can be termnated
prematurely. Paragraph 18 provides that QW nmay petition the
Comm ssion to termnate the ARP if the Conpany's actual return on
equity falls outside the sharing nmechani sm deadband for two
consecutive years. Paragraph 18 also pernmts any party to
request termnation of the ARPif OW fails to achieve 90% of the
DSM targets adopted in the Energy Resource Plan for two
consecutive years.

Paragraph 17 requires OW to file annual savings
targets for the Conpany's DSM neasures every April 1.

In addition to requiring several proceedings during the term
of the ARP, the Stipulation explicitly permts certain
proceedi ngs to occur during the ARP. For instance, Paragraph 19
explicitly allows prudence reviews of OW' s operations to occur
during the ARP. Attachment F permts parties to request a
general rate design proceeding while the ARP is in effect.

Finally, Paragraph 18 explicitly permts any non-CW° party to
request a rate case during the termof the ARP.

In the Phase | O der, we expressed a desire to
have brief annual ARP reviews. As discussed in detail in
Part 1V(C(6) below, we find that the scope of the annual reviews
in the stipul ated ARP exceeds our Phase | expectations. However,
inlight of the magnitude of the regul atory changes inherent in
the stipulated ARP, and in spite of our concerns about the timng
and processing of these annual reviews, we find the scope of the
Stipulation's annual ARP review i s reasonabl e.

In our Phase | Oder, we recommended an ARP
performance review at the end of the plan's fourth year. |nstead
of a fourth year review, the stipulated ARP calls for a
md-period reviewin 1997 and a final reviewin 1999. W believe
that ongoing nonitoring of the ARP s performance i s necessary.
The md-period revieww || allowus to identify and correct
probl ens earlier than under a fourth-year review As noted
bel ow, the extensive md-termreview contenplated by the
Stipulation, conbined with a final review, may require the
expendi ture of substantial resources by the Comm ssion, the
Conpany and intervenors. However, we are mndful of our ongoing
responsibility to ensure that the stipul ated ARP produces j ust
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and reasonabl e rates and find that the conbi nati on of m d-period
and final reviews contained in the Stipulation is superior to the
fourth-year review contenplated in our Phase | O der.

In the Phase | Oder, we noted that the Comm ssion
and parties should be "strongly coomtted" to any ARP that is
ultimately approved. However, we recogni zed that "there nay be
"extrene circunstances' where the return to traditional ROR
[regul ation] may be warranted.” W therefore directed the
parties to identify the circunstances under which an ARP coul d be
termnated. W find that the potential termnation circunstances
identified in Paragraph 18 are appropriate. Consistent wth our
commtnent to continue to regulate OW and nonitor the
reasonabl eness of the Conpany's rates during the termof the ARP,
we al so support the provisions of the Stipulation that permt
parties to request prudence reviews, rate design reviews and rate
level reviews while the ARP is in effect.

6. Accounti ng Aut hori zati ons

Under Ceneral ly Accepted Accounting Principles
(GAAP), a regul ated conpany that neets the criteria of SFAS
No. 71, Accounting for the Effects of Certain Types of
Regul ation, can follow certain accounting conventions and
policies that are peculiar to regulated industries. These
speci fic standards, coupled with a nunber of accounting
conventions established by the Comm ssion, have resulted in the
creation of "regulatory assets.” To provide the Conpany and its
auditors with the proper |evel of confort required to continue
present accounting practices under SFAS No. 71 and avoi d
significant, unintended and unacceptable wite-offs of regulatory
assets, the parties to the Stipulation requested that the
Comm ssion affirmthe follow ng accounting requirenents and
policies. Ve believe that the ARP satisfies the requirenments of
SFAS No. 71.

a. Conti nued Anortization of Requl atory Assets

Qurrently in Rates

In prior rate case proceedi ngs, we have
allonwed OWP to defer costs (regulatory assets) approved by the
Comm ssion in previous base rate proceedi ngs and currently being
anortized in rates. Because the Conm ssion al ready granted
approval of the ratenmaking treatnment of these costs, the parties
request that the Conmmssion affirmthe previously established
deferrals and anortizations. It is our intent that these costs
be collected fromratepayers. W therefore determne that this
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request i s reasonabl e.

b. Fuel Accounting

The parties appear to wish to continue QW' s
current fuel accounting practices. CW' s current fuel accounting
i nvol ves charging actual fuel costs to expense as incurred and
accrui ng a correspondi ng anount of fuel revenues. Fuel revenues
accrued during the ARP will be conputed as the anmount
specifically included in rates upon adoption of the ARP plus an
amount of the annual ARP increase applicable to fuel recovery.
The intent of this mechanismis to provide revenues for the
recovery of specific fuel costs incurred from 1995 through 1999.
Over the period of the ARP, this nmechanismwi |l create deferred
fuel bal ances that the Conpany expects will be zero at the end of
the ARP. However, if there is a fuel balance at the end of the
five year ARP period, OW will wite off that amount. W& approve
this accounting treatnent.

C. Denand- Si de Managenent Costs and SFAS No. 106

Cost s

Under the Stipul ation, DSMcosts will
continue to be reconciled but annual increases will be limted to
$2.0 mllion. Any anount above $2.0 mllion wll be deferred and
included in mandated costs in the following period. In addition,
SFAS No. 106 costs will be deferred in periods subsequent to 1994
based on the mechani smdenonstrated in Attachnment E to the
Stipulation. The treatnment of DSMcosts is reasonabl e.

Regardi ng SFAS No. 106 costs, Chapter 720 of
our rules permts a deferral of up to 5 years only if: (1) the
utility denonstrates that is not overearning for
Mai ne-j urisdictional purposes; and (2) the utility devel ops a
pl an, which woul d take effect as part of rate case proceeding, to
gradual | y phase-in the SFAS No. 106 costs for ratenaking
pur poses. Because OW is not overearning and because the
Stipulation's treatnent of SFAS No. 106 costs is part of a
phase-in plan, we approve this provision of the Stipulation.
Attachment J.
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d. Gontract Buyout Costs

I n Docket No. 92-233, ! the Conmm ssion
requi red the Conpany to defer costs incurred in restructuring its
@ contracts and to record carrying costs on these deferred
bal ances. After inplenentation of the ARP, OW w |l begin
anortizing these bal ances over the |onger of the termof the
restructured contract or the termof the original contract.
Attachment C  The Conpany will use this same accounting
procedure for all new QF contract buyouts or restructurings. |If
the ARP is termnated, the Stipulation requires that specific
rate recognition of the remai ning anortizati ons be grant ed.
Attachrment J. W find that this treatnent is reasonabl e.

e. M1l stone 3 Deconmi ssioning Costs

The Conpany is responsible for its share
(2.5% of the decomm ssioning costs at MI|stone 3 approved by
t he Connecticut Departnent of Public Wility Control (CDPUC) .
These costs are $10, 533, 601, $11, 218, 285, and $11, 947, 473,
effective July 1994, January 1995, and January 1996,
respectively. CW is not requesting that these costs be fl owed
t hrough as nandated costs.

In order for OW to deduct its paynents for
i ncone tax purposes, the Comm ssion nust recogni ze three things:

. t he approval of the decomm ssioni ng
costs established by the CDPUC

. that the increases in paynents effective
in 1995 and 1996 wi |l be included under
t he annual price cap increases in 1995
and 1996 for recovery; and,

. that the after-tax rate of return of
6. 5% for decomm ssioning fund is
reasonable. Attachnent J.

Al of the requirenents listed in
Attachment J are consistent with current Comm ssion policy or
have been approved in previous Comm ssion Orders. W therefore

HUCentral Muine Power Co.. Request for Accounting O der ,
Docket No. 92-233 (Aug. 31, 1992).
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approve these accounting policies.

V. SUMVARY OF GOALS OF THE ARP AND ANALYSI S OF WHETHER THE
STI PULATED ARP | S IN CONFORM TY W TH THESE GOALS

A | nt roduct ory Renar ks

The stipulating parties assert that the ARP is a
conprehensi ve plan that reflects a delicate bal ance anong a
variety of conpeting interests. Paragraph 3. In Part |1l above,
we addressed the Stipulation on an individual conponent basis.
Because the Stipulation is an integrated solution to a series of
probl ens and concerns identified in the Phase | Oder, it is
necessary to consider the potential benefits, as well as the
deficiencies, of the stipulated ARP in an integrated way.

In the Phase | Oder, we stated that:
[ b] ased on the evidence presented in this
proceedi ng, the Commssion finds that a
multi-year plan is likely to provide a nunber
of benefits: (1) electricity prices continue
to be regulated in a conprehensi bl e and
predictable way; (2) rate predictability and
stability are nore likely; (3) regulatory
"adm ni stration” costs can be reduced,
thereby allowi ng for the conduct of other
inmportant regulatory activities and for QW to
expend nore time and resources in nanaging its
operations; (4) risks can be shifted to
sharehol ders and away fromratepayers (in a way
that is manageable fromthe utility's financia
perspective); and (5) because exceptional cost
managenent can | ead to enhanced profitability for
shar ehol ders, stronger incentives for cost
mni mzation are created.

In our Phase | Oder, we articulated three additional
potential benefits of an ARP. First, we found that an ARP could
better accommodate the growi ng | evel of conpetition in the
electric services industry while protecting "core custoners"” from
subsi di zi ng conpetition CWP encounters in other markets. Second,
we found that an ARP coul d provide both short- and | ong-term
benefits to OW ratepayers. Third, we found that pricing
flexibility, conbined with a prohibition agai nst the Conpany's
recovering revenue deficits fromcustoners, could provide a
nunber of benefits.
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In Part 111 of this Order, we examned the various
conponents of the Stipulation and found that each i ndependent
conponent was reasonable. In this part of the Order, we anal yze

the nerits of the Stipulation as an integrated whole. W al so
consider the potential benefits and liabilities of the stipul ated
ARP, test the flexibility and robustness of the Stipul ati on based
upon quantitative and qualitative anal ysis, and revi ew i nportant

| egal considerations regarding the stipul ated ARP,

B. Financial Analysis of the Stipul ation

In our Phase | Oder, we stated that we woul d want to
assure oursel ves that any new formof regul ation we adopt for COW
will be likely to produce benefits to ratepayers. Further, we
stated that our focus would be on a structure that will achieve
the benefits we have identified while providing an equitable
sharing of the risks.

Inits direct case, QW prepared a financial analysis
of its proposed ARP based on a nodel that it devel oped.
Fol l owi ng the subm ssion of the Stipulation, OW was directed to
test the sensitivity of the stipulated ARP, utilizing the nodel
t he Conpany presented during the direct case. The nodel
i ncorporates a set of key financial assunptions, including sales
forecast, capital requirenents, external financing requirenents,
O & M fuel and purchase power costs. These key assunptions were
updated in the stipul ati on-phase nodel based on recent
devel opnents, such as the FEV buyout, fuel savings from ot her
recent (F buyouts or buydowns and certain other updates.

Usi ng the updated key financial assunptions, nodel runs
were provided based on a three percent inflation rate case with
and without the wite-offs identified in Paragraph 14
of the Stipulation. 1In order to test the robustness and
flexibility of the Stipulation, six additional forecast
scenari 0os, using the sane nodel with the wite-offs , were
provi ded, as foll ows:

. a lowinflation case (assunes two percent
inflation, O&M costs increase at two percent
annual Iy after 1995 and short-termdebt rate is
decreased by one percent);

. a high inflation case (assunes six percent
inflation, O8M costs increase at six percent
annual Iy after 1995 and short-termdebt rate is
i ncreased by three percent);



O der - 34 - Docket No. 92-345(11)

. a | ow fuel cost case (assunes fuel costs
consistent with the Iow fuel cost scenario in the
April, 1994 FCA filing and decreases from base
fuel cost projections of $4.7 mllion, $10.3
mllion, $10.3 mllion, $19.9 mllion and $15.3
mllion, in 1995 through 1999, respectively);

. a high fuel cost case (assunes fuel costs
consistent with the | ow fuel cost scenario in the
April, 1994 FCA filing and increases from base
fuel cost projections of $14.4 mllion, $11.0
mllion, $10.8 mllion, $19.0 mllion and $16.6
mllion, in 1995 through 1999, respectively);

. a |l ow | oad case (assunes reductions in fuel
revenue, fuel expense and base revenue, as
specified in | ECG Exh. 203 at 8);

. a high | oad case (assunes increases in fuel
revenue, fuel expense, base revenue and ot her
expense, as specified in | ECG Exh. 203 at 7-8);

These nodel runs provi ded forecasted revenue increases that woul d
be borne by ratepayers (including profit-sharing revenue changes
if the sharing nechanismwere triggered) as well as key financi al
rati os (such as the return on equity or RCE, the interest rate
coverage ratio, and the common equity ratio).

An analysis of the financial data obtained fromthe
nodel runs should help verify that the ARP is likely to provide
benefits for both ratepayers and the Conpany. Fromthe
ratepayers' point of view, the ARP should be likely to pronote
rate predictability and stability while shifting risk from
ratepayers to shareholders. This shift in risk should be
manageabl e fromthe Conpany's financial perspective thus creating
a positive situation that can |l ead to enhanced profitability if
t he Conpany manages its costs efficiently. In addition, an ARP
shoul d have the robustness and flexibility needed to succeed in a
nunber of different future environnents.

Tabl e 2 bel ow provi des the projected price increases to
rat epayers based on the nodel runs provided by CW, each forecast
scenario includes the 1994 wite-offs due to restructuring
char ges.



O der - 35 - Docket No. 92-345(11)

TABLE 2

PRQIECTED | NDEX RATE | NCREASE UNDER VARI QUS SCENARI OS

FORECAST SCENARI O 1995 1996 1997 1998 1999
3% Inflation 2.5% 2.5% 1. 6% 1. 4% 1. 4%
2% I nflation 1.5 1.5 1.0 0.7 0.7
6% | nfl ati on 5.5 4.0 3.5 2.6 2.4
Low Fuel Cost 2.5 2.5 1.6 1.4 1.4
H gh Fuel Cost 2.5 2.5 1.6 1.4 1.4
Low Load 2.5 2.6 1.6 1.3 1.1
H gh Load 2.5 2.5 1.6 1.3 1.1

The nodel run with a three percent inflation rate
fulfills our stated criteria. Under the three percent case wth
the wite-offs, prices would potentially increase by 2.5%in 1995
and 1996 with a 5-year average increase of 1.9% The profit-
shari ng mechanismis never triggered throughout the 5-year
period. In addition, the Conpany's financial integrity inproves
in every year with gradual inprovenents in OW s RCE, interest
coverage and common equity ratio. Wile the common equity ratio
is projected to increase to a | evel above 50% by 1998, the 50%
cap on the common equity ratio, for the purpose of the profit-
shari ng conponent, adequately protects ratepayers. In practice,
CMP can nmanage its equity ratio to keep it bel ow 50%

The three percent nodel run wthout the wite-offs in
1994 is the nost significant in terns of assessing QW' s
financial performance. Because OW' s ratepayers would nornal |y
bear all of the approximately $100.5 nmillion of deferred itens
under an ARP, OW' s financial performance shoul d be assessed as
if OQW did not take the wite-off. Under the three percent case
without the wite-offs, OW s earned RCE would remain belowits
current allowed return in all years of the ARP.

In the low (two percent) inflation case, rate increases
to ratepayers do not exceed 1.5%and the average increase is 1.1%
over the 5-year period while GW' s financial perfornance
gradual ly inproves. Wile the common equity ratio is projected
to increase to a | evel above 50% by 1998, the 50% cap on the



O der - 36 - Docket No. 92-345(11)

common equity ratio, for the purpose of the profit-sharing
conponent, adequately protects ratepayers.

In the high (six percent) inflation case, price
i ncreases average 3.86% over the 5-year period and never exceed
5.5% (whi ch occurs only once in 1995). 1In the |later years, price
i ncreases are noderated by the sharing nechani smwhi ch keeps
prices fromincreasi ng beyond 2.6% Fromthe sharehol ders’
perspective, the nodel run suggests that OV woul d earn a
relatively high RCE and rapidly increase its common equity ratio.
However, there have been only two occasions, since 1920, where
inflation has been above six percent for 5 consecutive years or
nor e.

In both the high fuel cost case and the | ow fuel cost
case, price increases average 1.95%over the 5-year period and do
not exceed the 2.5%increase of the original case. Wile the two
fuel cases are equival ent fromthe perspective of ratepayers, for
sharehol ders the | ow fuel case is nuch preferred because all of
the fuel savings flowto the benefit of sharehol ders.

In the two | oad growth cases, price increases are
noderate (1.89% on average in both cases) and financial ratios
all show steady inprovenent. The sharing nechani sm however, is
triggered in both | oad cases. In the high | oad case, price
i ncreases are reduced in 1998 and 1999 as earni ngs exceed the
+350- basi s- poi nt bandwi dth. The opposite is true in the | ow | oad
case where prices are increased nodestly ($0.5 mllion) in 1996.
Fromthe perspective of sharehol ders, the |oad cases suggest that
| oad growth woul d be beneficial. As a result of high |oad
growt h, revenues increase nore than expenses, resulting in
improved profitability. 1In the high | oad case the common equity
ratio is projected to increase to a | evel well above 50% by 1998.

Based on a review of the financial data fromthe
various nodel runs contained in the record, the stipul ated ARP
appears to be robust over a broad range of assunptions.

C Qualitative Analysis of the Stipul ation

1. Onhgoi ng Requl ation of OW's Rates

In the Phase | Oder, we stressed that under an
ARP, CW's rates should "continue to be regulated in a
conprehensi bl e and predictable way." W acknow edge at the
outset that the inplenentation of the stipulated ARP will not
renove all confusion and uncertainty about OW' s rates for the
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next 5 years. The stipulated ARP represents a significant shift
inthe way OW' s rates will be regulated. Such shifts,
particularly in their initial stages, can raise questions that
were not previously asked. However, on bal ance, we find that the
stipulated ARP will produce a regul atory schene that is nore
under st andabl e and nore predictable than traditional RCR

regul ati on.

In addition, we find that regul ati on under the
stipulated ARP will be as conprehensive as ROR regul ation. W
are mndful of concerns raised by the Public Advocate in the
earlier stages of this proceeding, and echoed by nmenbers of the
public during the public w tness hearings, that an ARP may result
in regulation on "automatic pilot." As discussed bel ow,
Comm ssi on oversight of OW' s rates under the stipulated ARP is
substantial. W concur with the Public Advocate's assessnent
that the stipulated ARP "invol ves no di mni shnent of the
Comm ssion's oversight of QW s operations but rather the
creation of newtools to acconplish its historic mssion ... ."
(enphasis in original).

Under the stipul ated ARP:

. The Comm ssion will continue to have
oversight over OW' s rates through the annual
revi ew proceedi ng each year. This proceedi ng
w |l provide a needed opportunity to review
t he appropri ateness of rate changes under the
Stipul ation.

. During the termof the ARP, there will be
only one rate change per year, on July 1.
This is an inprovenent over the unpredictable
timng of rate changes under traditional ROR
regul ati on.

. The | evel of rate changes during the ARP will
be nore predictable. Ratepayers who nust do
| ong-term advance planning will be able to
make nore inforned decisions under the ARP.
Wil e the exact |level of future rate
i ncreases under the ARP is not specified, the
formula will likely produce a result in each
year that is belowthe rate of inflation, as
nmeasured by the GP-Pl index.

. Wiile the pricing flexibility provisions wll
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allow OW to nmake sone rate | evel changes

wi t hout extensive review by the Comm ssi on,
unusual or significant rate desi gn changes
will continue to require Conm ssion approval .

. Through its continuing authority over QW' s
| east cost planning activities, the
Comm ssion will continue to seek to assure
that CGWP conducts its resource planning in a
| east cost manner.

. The Comm ssion has significant discretion to
termnate the ARPif it is not working as
pl anned. In addition, parties can request an

investigation into rate levels, rate design
and prudence during the termof the ARP.
Wile we intend to allow the ARP to operate
as planned, as long as it is working as

i ntended, this discretion provides an
assurance that uni ntended consequences w | |
not result.

W are coomtted to regulating GW in a way that
is both conprehensible to the public and conprehensive in nature.
VW believe that the Stipulation is consistent with that
commi t ment .

2. Rate Predictability and Stability

In the Phase | Order, we stated that rates should
be nore predictable and stabl e under an ARP than under RCR
regul ation. For a nunber of years there has been a consi stent
nmessage fromthe public: dissatisfaction with rapidly increasing
rates. That was a consi stent nmessage heard during the "ratepayer
revolt" case and the Phase | case in this proceeding. That was
al so a nessage that was presented during the public w tness
hearings in this case.

Qur review of the Stipulation indicates that
inproved rate stability and predictability are |ikely under the
ARP. This assertion is supported by the follow ng facts:

. The financial analysis, see Part |IV(B) above,
suggests that the stipulated ARP will likely
produce stable and predictable rates. The
financial analysis further indicates that the
ARP is likely to have the robustness and
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flexibility needed to operate adequately in a
nunber of different future environnents.

. The pricing flexibility conponent, which will
increase OW' s ability to retain or attract
custoners, is likely to be beneficial by
hel ping CWP to avoi d uneconom c bypass of its
system Wile there is a potential downside,
the Revenue Delta Cap will help to limt that
risk to ratepayers.

. CWP has voluntarily waived certain of its
rights, such as the right to file a rate case
during the termof the ARP. This stayout
agreenent has generated a nunber of benefits
that will lead to nore predictable and stable
rates under the ARP. (On the one hand it
provi des the assurance that the incentives
for efficiency included in the ARP will have
an opportunity to work as intended. On the
other hand, it does not restrict other
parties fromrequesting an investigation of
rates by the Conm ssion.

3. R sk Shifting

Under traditional RCR regul ation, ratepayers bear
many risks. In our Phase | Order, we found that a problemwth
traditional regulation was that it allowed CW to pass through to
its custonmers the risks associated with inefficient nanagenent
deci sions and actions as well as the risk associated with
econom c fluctuations.

Under the Stipulation, QW wll have both
significantly increased risk and potential reward. For exanple,
CWP will bear the risk that costs will rise faster than the
index; the risk of |ost sales due to weather, economc conditions
or conpetition; and the risk that discounted rates woul d decrease
t he Conpany's overall net revenue.

The Comm ssion currently has the ability to
penalize a utility for nmanagenent inprudence. Unfortunately,
however, after-the-fact prudence di sall owances have |imtations.
Most notably, the | evel of appropriate disallowance may be so
great that its inplenentation would inpair the utility's
financial integrity, which would in turn harmratepayers. The
ri sk transference framework enbodied in the Stipulation presents
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an i nprovenent over that nodel. Because OW will bear nost of
the risk of poor performance, OW has a greater incentive to
engage in "preventive mai ntenance" to avoi d managenent i nprudence
inthe first place. |If this occurs, OW s ratepayers will gain a
maj or long-termbenefit. W further note that GW' s vol untary
agreenent to bear increased risk under the Stipul ation provides
us with sone indication that OW has begun to nove in the
direction of proactive and responsi bl e managenent of its

operati ons.

4. | ncentives for Cost Mnimzation

In the Phase | Oder, OW was found to have been
inefficiently managed. These deficiencies were reflected in the
$25.3 mllion managenent efficiency adjustnent.

In our Phase | Oder, we noted that traditiona
RCR regul ation provides a weak incentive for efficient operations
and investnents. The Stipulated ARP will force the Conpany to
bear the consequences of poor decisions and will allowit to
retain the benefit of good decisions. Ratepayers share in the
benefits of inproved incentives through the substanti al
productivity offset that is included in the Stipulation. These
outcones are consistent with the principles that we articul at ed
in our Phase | Oder.

5. Si mul t aneous Accommodati on of Conpetition and
Protecti on of Core Qustoners

VW agree that the Stipulation provides QW s core
custoners wth a "regul atory insurance policy" against
uncertainties. In an uncertain and turbulent electric utility
envi ronment, the price cap provi des substantial protection to
core custoners. The lost revenues associated with custoners
| eaving the systemw || not automatically fall on the shoul ders
of remaining custoners as woul d be the case under traditional
regul ation. Core custoners, therefore, are the prinary
beneficiaries of the price cap regulation inherent in the ARP.

Ve find that one of the nost inportant benefits of
the stipulated ARP is that it provides CM' s core custoners with
predictabl e and stable rate increases below inflation for the
next 5 years. During the termof the ARP, we w || take whatever
steps we can to ensure that this rate predictability and
stability feature of the ARP is not conpromsed. For instance,
we wll closely scrutinize all requests for "nandated cost™
recoveries as well as any clains of changed circunstances that
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may undermne the predictability and stability of rates for core
custoners while the ARP is in effect.

6. Requl atory Cost Inplications of the Stipul ated ARP

In the Phase | Oder, we identified five basic
probl ens associated with the continuation of traditional RCR

regulation. Included in this list of problens was "the high
admnistrative costs for the Conm ssion and intervening parties
fromthe continuous filing of requests for rate changes." Based

on the Phase | record, we found that a properly structured

mul ti-year price cap plan is likely to provide a nunber of
potential benefits including the possibility that "regul atory
"adm ni stration' costs can be reduced, thereby allowing for the
conduct of other inportant regulatory activities and for QW to
expend nore time and resources in nanaging its operations."

Several paragraphs of the Stipulation affect the
regul atory costs that will likely be incurred by QwW, the
Comm ssion and intervening parties under an ARP regi ne. Those
provi sions include Paragraph 20 (annual review); Paragraph 21
(md-period review); Paragraph 23 (final review); Paragraph 18
(termnation of ARP); Paragraph 19 (prudence reviews);
Paragraph 11 (cost recovery for DSM and SFAS 106); Paragraph 15
(flexible pricing); and Paragraph 17 (least cost planning and
DsM) .

In this section, we discuss the nunber, scope and
timng of the various proceedings required by the stipulated ARP,
assess the regul atory cost of these ARP proceedi ngs and conpare
those costs with conparable regulatory costs that would |ikely
occur under traditional ROR regulation. Based on this
conparison, we find that the regul atory costs under both RCR
regul ation and the stipulated ARP for the next 5 years are likely
to be substantial. W also find that there is much uncertainty
about the frequency, scope, and timng of proceedings that will
be required during the termof the ARP. Wile we are concerned
that nmoving fromROR regul ation to regul ati on under the
stipulated ARP will not result in short-termreductions in
regul atory costs for either GW, the Comm ssion or intervening
parties, we believe that there is a reasonabl e prospect for
reductions in the long term

a. Annual Revi ews

In the Phase | Oder, we found that the |ack
of an annual review was a "significant shortcomng" of OW s plan
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and the inclusion of an annual review a "strength" of the CCUC
plan. W found, however, that a "maj or weakness" of the CCQUC
plan was that it contenplated "an annual revi ew process that
woul d enconpass a too-broad an array of issues.” In providing
gui dance to the parties in the Phase | Oder, we stated that the
annual reviews should be brief, and urged that the scope of the
annual review be "restricted to determning the nandated costs
that can be passed through to consuners, verifying the
profit-sharing and price-cap rate adjustnents, and eval uating the
qual i ty-of -service performance during the previous year."

Paragraph 20 of the Stipulation requires QW
to file information on the foll ow ng subjects each March 15
during the termof the ARP

(i) price index
(ii) earnings sharing, if any

(iii)flow through itens, including net
savi ngs associated with G contract
restructuring sharing nechani sm

(iv) pricing flexibility

(v) limted review of updated estinmates of
mar gi nal cost

(vi) review of custoner service and
reliability performance criteria

(vii)review of conpliance wth denmand-side
nmanagenent targets

(viii)review of GO s overall conpliance with
provi sions of the ARP.

A so included in the annual revenue will be SFAS No. 106 costs
(Paragraph 11), a review of OW' s Revenue Delta Caps

(Attachnent F at 9), and a review of OW s |load growh efforts
(Attachnent F at 10). Qher Paragraphs of, and Attachnents to,
the Stipulation give further clues as to what the annual ARP
reviews will entail. For instance, page 1 of Attachnent H nmakes
clear that the parties expect to "fully participate and litigate
their positions” on QW' s 1995 Energy Resource Plan. Simlarly,
Attachment F at 3 clarifies that the "parties will have an
opportunity to exam ne and di spute” OW' s updated estimates of
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its long-run narginal costs during the ARP annual revenue and
"propose nodifications to the updates proposed by the Conpany."

Gting Attachnent |, OW in its Brief
acknowl edges that the scope of the annual review contenpl ated by
the Stipulation is broader than the annual revi ew recomrended by
the Commssion in the Phase | Oder.

Qur review of the Stipul ati on suggests that
the annual review wi ll be nore conprehensive than we anti ci pated
in our Phase | Oder. It will be broader in scope and w ||
i ncl ude diverse issues that could produce active litigation.

The Stipulation provides 3.5 nonths for the
annual review To address our concerns about our ability to
conplete the reviewin a tinely way, we direct the stipulating
parties to prepare a conprehensive |list of issues that they
bel i eve shoul d be considered in the 1995 ARP annual review
proceeding. * W also direct the stipulating parties to prepare
a draft schedule for the 1995 ARP annual review proceedi ng that
is consistent with the Stipulation and incorporates a March 15
filing date and a July 1 inplenentation date. The stipulating
parties shall file the list of issues and schedul e on or before
February 14, 1995.

b. M d-Peri od and Fi nal Revi ews

To ensure that the long-termreductions in
regul atory costs that we anticipate are, in fact, achievable, we
will direct the stipulating parties to file an expl anation of the

2In its Exceptions to the Exam ners Report, the Public
Advocate asserted that parties and non-parties who did not sign
the Stipulation should be involved in preparing this |ist of
i ssues and other lists and reports required in parts b and c
below. Qur desire here, and in parts b and ¢ below, is to direct
the stipulating parties to provide details about their agreenent
that were not specifically addressed in the Stipulation. [If we
are to admnister the stipulation, we need to know what the
stipulating parties intended. W note that the list of issues
filed by the stipulating parties pursuant to this section will
not be the only factor controlling the scope of the annual ARP
reviews. Qher parties (like ABC) or non-parties (like the
Nat ural Resources Council of Miine) may commrent at any time
regardi ng the proper scope of annual ARP reviews or other ARP
proceedi ngs di scussed in parts b and c bel ow



O der - 44 - Docket No. 92-345(11)

substantive and schedul i ng rel ati onshi ps between the m d-period
and final reviews and ot her revi ews, proceedi ngs and

i nvestigations contenplated by the Stipulation. This explanation
is also due on February 14, 1995. |In this explanation, the
stipulating parties should al so di scuss when they anticipate the
m d- period and final reviews begi nning and ending and that they
expect to be within the scope of those reviews.

C. Addi ti onal Proceedi ngs

The Stipulation either explicitly or
inmplicitly contenplates the initiation and conpl etion of many
addi tional proceedings involving QW during the termof the ARP.

(i) Conpliance Proceeding

The Stipulating parties refer to a
"conpliance proceeding" in Attachment F in conjunction with the
pricing flexibility conponent of the ARP. The Stipulation
anticipates that QW s filing requirements and a service |ist
wll be "pre-determned" during the conpliance proceedi ng.
Attachrment F at 3, fn. 5. Attachnent Galso refers to a
"conpl i ance phase of the ARP proceedi ng" during which
interruptions related to major storns will be renmoved from
reported outage data used to evaluate OW' s service reliability.
The Stipulation provides no further guidance as to when this
conpl i ance proceeding will take place or what other issues will
be addressed during the proceeding. The stipulating parties
shall, on or before January 17, 1995, file a discussion of the
scope and timng of the "conpliance proceedi ng" referenced in
Attachrments F and G

(i1) Termnation Proceedi ng

Paragraph 18 identifies two
ci rcunstances in which the ARP can be term nated before the
expiration of its 5-year life. First, if the Conpany's actua
return on equity falls outside of the sharing nechani sm deadband
for two consecutive years, then OW may "petition the Comm ssion
for review of rates, revenue requirenments and the overall ARP."
Second, if the Conpany fails to achieve 90% of the DSMtargets
adopted in the Energy Resource Plan for two consecutive years,
then any party may "petition for a Comm ssion revision or
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termnation of the ARP." 13

(i1i) Rate Case Proceedi ng

Par agraph 18 al so nakes cl ear that any
party, other than OW, nay petition the Commssion for a review
of the Conpany's rates during the termof the ARP.

(iv) Pricing Flexibility Proceedi ngs

Paragraph 15 and Attachnment F of the
Stipulation address pricing flexibility and rel ated proceedi ngs
during the ARP. In Paragraph 15, the stipulating parties
indicate that they intend "that the issue of "interimfloor
prices' be resolved by January 1, 1995." Paragraph 15 al so
provides that "if unresol ved, the Conpany will have the right to
petition the Coomssion for a decision on this issue." It is not
clear whether the stipulating parties intend to resolve this
issue in a conpliance phase of this case or in a separate
proceedi ng. * Paragraph 15 al so provides that "if unresol ved,
the Conpany will have the right to petition the Conmssion for a
decision on this issue.” It is also unclear how the revised
schedul es and Menorandum of Agreenent filed by OW pursuant to
Attachment F on Novenber 22, 1994, affects the timng of and need
for disposition of this issue. On or before January 17, 1995,
the stipulating parties shall file a discussion of when and in
what proceedi ng they propose to resolve open issues relating to
the issue of interimfloor prices.

Under Attachnment F, the Comm ssion wl |
have 4 nonths to review any pricing flexibility plan that does
not neet the criteria set forth in Attachment F and any | ong-term
special rate contract. The Commssion will have 30 days to
determne if pricing flexibility plans for (1) existing customer
cl asses; (2) new custoner classes for optional targeted service
that induce permanent |oad; or (3) short-termspecial rate
contracts with individual custonmers neet the criteria of
Attachrment F. Attachnment F also provides that "[i]n the event

13AWP has expressed its intent to pronptly file for fuel
cost recovery if the ARP were term nated.

¥I'n our Short Oder, dated Decenber 30, 1994, we approved
the interimfloor prices for the LGS ST-TQU and LGS-T-TQU rate
classes that were stipulated to by OW, the Advocacy Staff and
the CPA and filed by OW on Decenber 13, 1994.
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the Revenue Delta Cap is reached, or appears likely to be
reached, the Conpany nust petition the Comm ssion for authority
to continue to offer discounted rates."

(v) Least Cost Planning and DSM Revi ews

Under Paragraph 17, QW will file annual
savings targets for the Conpany's DSM neasures consistent with
its Least Cost Energy Resource Plan on April 1, 1995. These
annual savings targets "wll be updated annually and subject to
approval by the Conmssion." COW describes the DSMt ar get
proceedi ngs as foll ows:

These proceedings will begin on April 1 of
each year when the Conpany files its energy
resource plan. The filing and subsequent
proceedi ng shoul d i ncl ude the approach taken
to acconplish | east cost planning, the

nmet hods for determning and neeting the
Conpany' s resource needs and recomrended DSM
approval s for acconplishing | east cost

busi ness goals. Approval may well occur in
stages, with approval of the planning
approach addressed first, followed by
approval of general methods for neeting DSM
savings targets. The timng of the
proceeding will be determned by the
Conmm ssi on.

The Staff "anticipates that the DSM
targets wll be reviewed in the context of |east cost planning.
The focus, however, will be on DSM Broader |east cost pl anni ng
issues will be reviewed in other proceedings ( i.e., avoided cost
or certificate proceedings)." The CPA asserts that these DSM
target proceedings are "expected to be resolved in tine for
recognition in the July 1 ARP rate adjustnent. A simlar tine
peri od has been used in fuel adjustnent cases over the past
ten ... or nore years." Thus, it appears that the DSMtarget
proceedings will be litigated at precisely the sane tinme the ARP
annual reviews are taking place. On or before February 14, 1995,
the stipulating parties shall file further discussion of the
timng and scope of the DSMtarget proceedings, an expl anation of
whet her the DSMtarget proceedings will take place at the sane
tinme as other ARP-rel ated proceedi ngs, such as the annua
reviews, and an assessnent of whether any overlap of ARP-rel ated
proceedings will create resource problens for any of the parties.
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d. Analysis of ARP's Requl atory Cost
| nplications

There are nunerous uncertainties regarding
the short- and long-terminpact of the ARP on the regul atory
costs associated with regulating GQW. The uncertainties about
the frequency, scope and duration of future proceedi ngs under any
regul atory regine nmake it difficult to quantify and conpare
regul atory costs under alternative forns of regulation. |ndeed,
the parties spent little tine in this proceeding attenpti ng such
quantification and conpari son.

Based on our review of the record and the
provisions of the Stipulation, we are concerned that the
resources that wll be spent under the ARP by the Comm ssion, COW
and intervenors in the annual reviews, md-period and fi nal
reviews, a conpliance proceeding, pricing flexibility
proceedi ngs, |east cost planning and DSMrevi ews, conbined with
the resources that may be spent under the ARP on a possible
Ecowatts investigation, rate design proceedi ngs, prudence
reviews, termnation proceedings and rate case proceedi ngs wll
not be significantly less than the resources that woul d have been
spent for the same period of tine under RCR regul ati on.

In spite of these concerns, we believe that the
stipulated ARP is consistent with our overall objectives
concerning efficient regulation and shoul d be approved. W al so
agree with the Public Advocate that "[without active and ongoi ng
participation of the Commssion, the Stipulation's price cap
mechani smsinply can't function successfully" and that "the
Comm ssion will be fully engaged in nonitoring, inplenenting and
- where necessary - nodifying the ARP over the 1995-1999 period."

Wil e we are concerned about the [imted short-
termregul atory cost savings, we believe that there is a
reasonabl e prospect of regulatory cost savings in the |long-term
Future regul atory plan proceedings will have the benefit of the
experience that has been devel oped during the period of this ARP.
Consequently, many of the protective requirenents may no | onger
be needed. Wiile we believe that |ong-termregul atory cost
savings are reasonably likely to be achi evabl e, we recogni ze our
obligation to do what we can to ensure that these cost savings
are, in fact, achieved.

7. Concerns Rai sed by the ABC

The ABCis the only party in this case to oppose
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the Stipulation. Inits Brief, the ABC raises four concerns
about the Stipulation. These concerns echo concerns raised by
|ECG witness Richard Silkman in the earlier stages of the
Phase || proceedi ng.

The ABC cites Dr. Silkman's concern that the
Comm ssi on shoul d not depart fromROR regul ation of OW until the
Conpany's financial position is "stable, predictable and
certain." However, the financial analysis ( see Part |V(B)
above), indicates that the ARP is sufficiently robust and
flexible to permt OW to performadequately under a nunber of
different potential future circunstances.

The ABC questions whet her OW s nmanagenent has the
skills necessary to function effectively under an ARP. W
acknow edge that the stipulated ARP is to sone extent an
experinment that will test OW s managenent's ability and
performance. Qur quantitative and qualitative analysis of the
stipul ated ARP convinces us that it is reasonable to undertake
this experinment at this tine. |If QW fails to perform adequately
under the ARP, the Conmssion will have anple opportunities to
nodi fy, and if necessary termnate, the ARP.

The ABC i s concerned that additional conpetition,
such as retail wheeling, is not introduced under the ARP. W
view the ARP as an increnental step toward a nore conpetitive
environnent in which electric utility ratepayers enjoy reasonabl e
safeguards. W& believe that the ARP, which is intended to
inmprove CMP' s ability to nmeet conpetition, is a reasonable step
for the Conpany at this tine.

The ABC cites Dr. Silkman's argunent that the
public nust be certain that an ARP will result in |ower rates
over the long term Wile we cannot be absolutely certain that
lower rates will be achieved under the Stipul ation than woul d
have been achi eved under RCR regul ation, we expect that the
Stipulation will produce |ower rates for custoners during the
termof the ARP than under traditional regulation.

8. Concerns Rai sed by the NRCM

VW are not persuaded by the argunents filed by the
Nat ural Resources Council of Miine (NRCM) on the stipul ated ARP.
A though NRCMis not a party to this proceeding, it filed
comments on Decenber 1, 1994, pursuant to a request by Chairnman
Vel ch at a public wtness hearing on Septenber 19, 1994. NRCM
was asked to submt witten comments addressing the ARP and
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potential conflicts wth State | aw and energy policy.

Specifically, as we discuss later in Part |V(D)
bel ow, we do not believe that there is any statutory problem
associ ated with approving the stipulated ARP. Further, we
believe that the DSMprovisions in the ARP are quite strong.
Finally, we will continue to have broad authority over |east cost
pl anni ng, DSM and ot her regul atory issues and, if we find it
necessary in the future, we can review DSM and | east cost
pl anni ng i ncenti ves under the ARP and nmake any appropriate
changes.

D. Commission's Authority to Adopt an ARP for CMP

In 1991, the Legislature enacted | egislation codified
at 35-AMR S A 8§ 3195 that clarifies Commssion authority
regardi ng i ncentive ratenaking and the pronotion of electric
utility efficiency. ¥ Subsection 3195(1) makes explicit the
Comm ssion's authority to establish or authorize "any reasonabl e
rat e- adj ust nent nechani sns to pronote efficiency in electric
utility operations and | east-cost planning” and lists four types
of perm ssibl e mechani sns. These nechani sns i ncl ude "adj ust ment
of revenues based on reconcil ed, indexed or forecasted costs"
(subsection 3195(1)(C) and "positive or negative financial
incentives for efficient operations.” Subsection 3195(1)(D).
Subsection 3195(2) requires that rates resulting fromthe
i npl ement ati on of such rate adjustnment nechani sns nust be j ust
and reasonabl e.

In 1994, the Legislature added a subsection to
section 3195 entitled "rate flexibility." ' Subsection 3195(6)
clarifies that the Comm ssion nmay authorize an electric utility
toinplement a pricing flexibility programthat includes changi ng
rate schedul es and entering into special rate contracts with
limted notice and approval. Subsection 3195(6) further provides
that "as part of a program adopted under this subsection, the
Comm ssi on nmay wai ve the requirenents of section 3101 [the fuel
adj ust nent cl ause] . "

15p, L. 1991, c.413 created subchapter VII of Chapter 31 of
Title 35-A  Section 3195 is entitled "Commssion authority to
pronote electric utility efficiency.”

18p L. 1993, c.614 grew out of L.D. 1666 entitled AN ACT to
Permt B ectric Wilities GQeater Flexibility in Adjusting
Electric Wility Prices to Meet Changi ng Market Conditi ons.
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Staff argues that section 3195 "was enacted to nake it
clear that nothing in Title 35-A prohibits the Comm ssion from
adopting precisely the kind of rate cap mechanismthat is
included in the stipulated ARP." Staff further argues that
subsection 3195(6) "contenplates the type of pricing flexibility
provided in the stipulated ARP." Qher parties concur.

VW find that section 3195 explicitly articul ates the
Comm ssion's authority to adopt rate adjustnment nechani sns such
as the ones contained in the stipulated ARP. As expl ai ned
earlier in this Oder, w find that the record in this case
provi des substantial evidence that the rates antici pated under
the stipulated ARP are just and reasonabl e, that the stipul ated
ARP provi des substantial safeguards in the event that foreseen or
unf or eseen circunstances jeopardi ze the justness and
reasonabl eness of rates during the termof the ARP and that risks
are shifted fromQwW s custoners to the Conpany. W further find
that the stipulated ARP is not inconsistent with any other
provision in Title 35-A including but not limted to the
Comm ssion's general ratenaking authority in Chapter 3, the
provi sions governing the regul ation and control of public
utilities under Chapter 7, State energy policy codified in the
Bl ectric Rate Reform Act (section 3152 et seq.), and the Mine
Energy Policy Act (section 3191) and with recently enacted
provi sions such as section 3156 (certificates of approval for
electric rate stabilization agreenents) and Chapter 44 (Mine
Sur pl us Energy Auction Program

V. PROPOSED SCHEDULES AND 5- YEAR CONTRACTS

A | nt r oducti on

On Novenber 22, 1994, COW filed a two-part program
proposal pursuant to the Flexible Pricing terns to the
t hen-pending ARP Stipulation. Pursuant to Attachment F,
section | of the stipulated ARP, QW filed revised rate schedul es
for rates LGS ST-TQU and LGS-T-TQJ. ¥ Pursuant to Attachnment F
section 111 (B)(4) of the stipulated ARP, OW filed a Menorandum
of Agreenment to be executed by custoners in the LGS ST-TQU and
LGS-T-TQU cl asses who wish to fix the rates charged by QW for

Cn Decenber 13, 1994, OW withdrew its proposed revision to
page 80.00 of the LGS ST-TQU Rate Schedul e.
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el ectrical service over a 5-year period ("5-year contracts"). 18
The proposed schedul es and Menorandum of Agreenent were filed as

a two-part programthat was contingent upon PUC approval of the
stipul ated ARP.

Al so on Novenber 22, OW and the IECG filed a Mtion
requesting the Comm ssion to consider the proposed schedul es and
5-year contracts at the sane tine we deliberate the nerits of the
stipulated ARP. In its Novenber 22 Mdtion, CW and the | EGCG al so
requested the Comm ssion to issue certain waivers and findi ngs
that woul d all ow the proposed schedul es and 5-year contracts to
take effect at the sane tine the stipulated ARP takes effect.

In our Summary and Decision and Order issued in this
case on Decenber 30, 1994 ("Short Oder"), we provided the
various waivers and findings requested by CM° and the IECGin
their Novenber 22 Motion. In our Short Order, we also found
OV s revised rate schedules for rates LGS ST-TQU and LGS T- TQU
to be consistent with the provisions of the stipulated ARP and
al l owed those schedules to take effect on January 1, 1995. W
further found that the Standard Form Contracts filed by CW on
Decenber 19, 1994, are consistent with the provisions of the
stipul ated ARP and not anti-conpetitive or unduly discrimnatory.
Finally, in the Short Oder we delegated authority to the
D rector of our Technical Analysis Dvision to review al
execut ed Qustoner Service Agreenents filed pursuant to the
programinitiated by OW in its Novenber 22 filling in this case.

In this section, we discuss COW' s revised rate
schedul es, COM' s proposed 5-year contracts and comrents on the
proposed schedul es and contracts that were filed by parties and
non-parties to this proceeding. 1In this section, we also
summari ze the notice and comment procedure foll owed by QW
regarding its proposed schedul es and 5-year contracts and the
procedures that the Comm ssion has followed, and will follow,
regarding the two-part programthat QW filed on Novenber 22,
1994.

B. OW s Notice and Commrent Procedur e

Paragraph 15 of the Stipulation deals with pricing
flexibility for OW during the termof the ARP. Attachnent F to
the Stipulation sets forth the terns and conditions that govern

18The Novenber 22 Menorandum of Agreenent was updated by Standard
Form Contracts filed by QW on Decenber 8 and 19, 1994.
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COW' s pricing flexibility authority. Section I(F) of
Attachrment F provides in part that:

[t] he Conpany nust file any proposed change
to an existing rate schedule with an
effective date 30 days fromfiling. The
proposed rate schedule, along with
pre-determned filing requirenents, wll be
served on a pre-determned service |ist.
Parties will have 14 days to file witten
comments or objections. The Conm ssion wl |
suspend a proposed rate schedule only if it
does not conformto the ARP requirenents.

Section 111 (B)(4) of the Stipulation governs the filing of
short-termspecial rate contracts and al so contai ns a 30-day
review period and a 14-day comrent peri od.

In its Novenber 22 filing, CMP described the notice and
conmment procedures it intended to follow regarding its proposed
schedul es and 5-year contracts. On Novenber 22, the Conpany sent
witten notice of its proposed schedul es and 5-year contracts to
approximately 1,930 OW custoners in the MsS, 1 GS and LGS cl asses
with demand in excess of 100 kW ** QOW's witten custonmer notice
described its proposed schedul es and 5-year contracts and
i ndi cated that any custoner may submt comrents or objections on
these matters on or before Decenber 7, 1994. In its Novenber 22
filing, QW requested that the proposed schedul es and 5-year
contracts take effect on January 1, 1995.

I n approving the Stipulation, we found that the notice
and comrent period for pricing flexibility proposals was
reasonable. The procedure followed by CW regarding its
Novenber 22 filing included broad di ssemnation of witten
notice, nore than 14 days for witten comments and nore than
30 days before the proposed schedul es and contracts were to take
effect. W find that the notice and conment procedure foll owed
by OW regarding its Novenber 22 filing is sufficiently
consistent with the procedure established in the Stipulation. In
our Short Oder, we identified areas where OW' s procedure

19QWP asserted that in the absence of the pre-determned mailing
list that was anticipated in the Stipulation but had not yet been
assenbl ed, this broad nailing to all custoners in excess of

100 kWwas reasonabl e.
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devi ated fromthe procedure established in the Stipulation and
granted wai vers to accommodat e t hose devi ati ons.

The Conmm ssion received witten conmments from seven
interested persons in response to OW s notice. Responsive
comments were filed by four parties in this case. These comments
and responses, along with OW' s proposed schedul es and 5-year
contracts, are discussed bel ow

C Revi sed Rate Schedul es for Rates LGS ST-TQUJ and
LGS-T-TQU

The proposed schedules for rates LGS ST- TQU and
LGS T-TQU filed by OW on Novenber 22 were submtted pursuant to

Attachnment F, section I, of the Stipulation. Pursuant to
Attachrment F "[p]ricing changes that satisfy specific criteria
will be effective w thout Comm ssion approval." The applicable

criteria are set forth on pages 1-3 of Attachment F.

1. Positions of the Parties

In its Novenber 22 filing, CWP provided workpapers
that are designated to "denonstrate that the change in ratio of
revenue fromrate elenent to total class revenue does not exceed
the 20% required relationship [of Attachnent F, section I(c)(1)]."
CWP further asserts that the "proposed fl oors conpared with the
rates [denonstrate] that the rates do not fall below the floor."
CWP further asserts that the workpapers al so address the
"long-termnargi nal costs conpared with the 15%core rate
reduction [Attachnment F, section I]" and the "conputation of the
'60%floor' [Attachnment F, section I(B)]." In its Novenber 22
filing, OW asserts that "[e]xcept with respect to the filing and
noti ce requirenments [di scussed above] the proposed rate schedul es
nmeet the proposed terns of the ARP."

In their Joint Mtion filed on Novenber 22, QW,
the COPA, the IECG and the CCUC represent that they "are of the
opinion that the Initial Rate Schedules ... conformwth the
pricing flexibility provisions for Existing Qustonmer d asses and
for Special Rate Contracts with Individual Qustoners,
respectively, ... and that they are not anti-conpetitive or
unduly discrimnatory.”

In Comrents filed on Decenber 14, the Advocate
Staff represents that "the Conpany's proposed revisions to its
LGS-ST-TQU and LGS-T-TQU rate schedul es conply with the ARP
pricing flexibility criteria contained in Attachment F,
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sections I, I(A), I(B) and I(O" of the stipul ated ARP.

2. Comments fromthe Public

The Comm ssion received comments on OW' s proposed
schedul e revisions fromfive nenbers of the public. On
Novenber 29, 1994, Fox 51 filed a letter in which it notes that
"[1]f we qualify for the OW reduction, then we are all for the
revised rate schedule. However, if we do not qualify then we
strenuously object to this proposal." Fox 51 asserts that it is
dissatisfied with the current rate OW charges it for electricity
and that Fox 51 has been considering installing diesel generators
or wnd towers so that it can termnate its relationship with
COW. Fox 51 concludes that if it is not given a rate reduction
it will eave QW s system

On Decenber 1, 1994, Thomas Col |l ege filed conmrents
supporting CM s proposed schedul e revisions. Thonas Col | ege' s
support appears to be prem sed on the m sunderstanding that the
proposed schedul e revisions would result in a rate reduction for
t he Col | ege.

On Decenber 9, 1994, Snugglers Cove Motel filed
comment s opposi ng OW' s proposed schedul e revi sions. Snuggl ers
Cove Mbtel's opposition appears to be based on the fal se
assunption that the proposed rate reduction for LGS ST-TQU and
LGS - T-TQU custoners wi Il sonmehow encourage those custoners to
bypass OW' s system The Mtel concludes that OW' s proposal
wll result in higher rates for commercial and residenti al
cust orrer s.

On Decenber 12, 1994, QW filed a letter
responding to the three letters discussed above. Inits
Decenber 12 letter, QW clarifies that because neither Fox 51 nor
Thomas College is an LGS T-TQU or LGS T-TQU customner, neither
qualifies for the rate reduction contained in the Conpany's
Novenber 22 filing. |In response to the comments of Snuggl ers
Cove Motel, OWP argued that the Mdtel's comrents

are based on the fal se prem se that by

reduci ng prices for large industrial
custoners in exchange for fixed term
contracts, other custonmers will "pay the
bill." Under the ARP, the price cap

mechani sm provi des protection for ratepayers
fromsuch cost shifting. The 350 basis point
deadband provi des anpl e i nsurance that other
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custoners will not pay the costs of the
reduced prices for industrial custoners.
Further, it should be noted that, even

w thout the ARP, price reductions in exchange
for five-year coomtnents could well prevent,
rat her than cause, the revenue erosion
concerns raised by Smuggl ers Cove Mtel.

CMP s response to letters of Fox 51, Thonas
Col | ege and Snuggl ers Cove Mtel is sufficient. None of these
| etters rai ses any persuasive grounds for rejecting QW' s
proposed revisions to the schedules for rates LGS ST- TQU and
LGS T-TQU. However, each of these letters does reveal a
significant anmount of confusion and uncertainty about the
coverage and inpact of CMW' s proposed schedul es and 5-year
contracts. In any future notice issued pursuant to the pricing
flexibility provisions of the ARP, COW° shoul d take care to
anticipate, clarify, and thereby avoi d whenever possi bl e,
potential areas of uncertainty such as those revealed in the
three letters discussed above. W expect that in many instances,
such confusi on can be avoided by including nore information in
the notice itself. In addition, it may be useful for QW to
include in its notice, a tel ephone nunber that custoners can cal
to ask questions about the notice and the pricing flexibility
proposal in question.

In addition to the three letters above, the
Comm ssion received letters from UAH Hydro Kennebec Limted
Partnership (UAH) and the Gty of Wstbrook objecting to QW' s
proposed schedul es because of their effect on "Scott-type"
contracts. %

On Decenber 12, UAH filed a petition to intervene
and Comments on the ARP Stipulation. In its Comrents, UAH
asserts that the proposed schedules (1) "constitute a breach of
contract;" (2) "contravene the Comm ssion's ruling in Docket
No. 93-076;" and (3) "violate the provisions of 35-A MR S A
§ 3309." UAH argues that:

[t]he only explanation that UAH can di scern
for the drastic rate reductions for the

2Under a "Scott-type contract,” COW purchases power at rates
that track upward or downward adjustnments in retail rates charged
by OW to certain industrial custoners.
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LGS-ST-TQU and LGS T-TQU rate classes is that
CW is counting on fuel cost savings under
the Scott-type contracts to finance its
efforts to shore up its industrial base and
better position itself for a conpetitive
power narket .

In an effort to protect its contract fromwhat it
argues is "artificial manipulation,™ UAH requests the foll ow ng
alternative forns of relief:

First, the Comm ssion should condition its
approval of the ARP Stipulation on OW's
agreenent to nodify UAH s contract to fit the
new regul atory environnent. UAH is not
asking the Comm ssion to nmake a contract
determnation, or to order OW to nodify its
contract with UAH but nerely to i npose a
condition to the ARP Stipul ation that makes
the Stipulation fair and equitable to UAH

For this purpose, UAHwi |l agree to fix its
rates at current levels, and to nodify the
pricing provision so that it tracks the price
cap of the ARP Stipulation while the ARP is
in effect.

Alternatively, UAH requests that the
Comm ssion nodify Section | of appendix F to
preclude any downward adjustnent of a rate
class if QW is offering special rate
contracts to nenbers of that rate class. In
cases where OW already is offering special
rate contracts, as it currently is for
nmenbers of the LGS ST-TQU and LGS T-TQU rate
cl asses, there appears to be little
justification for instituting a class-w de
rate reduction as well. 1In fact, it seens
illogical to offer both special rate
contracts and cl ass-w de reductions because a
custoner can refuse the special rate contract
and still benefit fromthe rate reduction.
Thus, the incentives (and disincentives) QW
apparently wi shes to obtain fromspecial rate
of ferings are underm ned when the customner
will obtain nuch of the same relief whether
or not it accepts the special rate offering.
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On Decenber 15, the Staff filed a response to
UAH s comments. The Staff argued that UAH s comments are
"untinely" but "should be considered by the Comm ssion" "due to
the inportance of this matter to UAH" Staff indicated that it
anticipated filing additional comrents on this issue "after it
has an opportunity to review COW' s response. "

On Decenber 16, the Public Advocate and QW fil ed
separate responses to UAH s comments. In its response, the CPA
argues that the Comm ssion should not "rely on specul ati ons about
CMP s notivation for proposing a tariff reduction"” and asserts
that OW° has legitimate justifications for its proposed schedul e
revisions. The OPA argues alternatively that if the Comm ssion
bel i eves the UAH cl ains have nerit, these clains should be dealt
with in a separate proceeding pursuant to 8 3306 rather than in
t he ARP proceeding. The COPA concludes that "UAH s al |l egations
[do not] present a justifiable claimof price discrimnation
insofar as all nenbers of the class will receive the identical
price.”

In its 15-page response to UAH s commrents CMP ar gues
that:

° UAH s predecessor had four types of contracts to
choose fromand chose the "Scott-type" contract;

° UAH has "enjoyed the benefits of rising revenues
since the comrencenent of deliveries to CW in
February, 1989;"

° "UAH fails to recognize the justifiabl e business
purposes for QW' s current course of action with
respect to its |argest custoners;"

° The renedy sought by UAH "(either a rate freeze
for itself or a prohibition against decreases only
for holders of Scott-type contracts) is just the
kind of "discrimnation against the electric
consuners and electric utility in formng rates'

t hat PURPA proscri bes;"

° "The rate nechani sm proposed under the ARP
Stipul ation and opposed by UAH in its comrents
clearly satisfies the anti-discrimnation standard
under state |aw and therefore PURPA "
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° "The UAH approach, not the ARP Stipulation or
proposed rate tariff reduction, is an "artifice
to manipulate the LGS T-TQU and LGS-ST-TQU rate
classes to protect an inflated profit streamfor
UAH' (enphasis in original);

° "[Bly entering into a contract with UAH QW did
not undertake any obligation to structure its
rates for various rate classes in a way to
mai ntain or maximze profits for UAH " and

° UAH has not argued that past rate increases or
decreases were "artificial manipulation" of its
contract with Qw

On Decenber 19, 1994, the Staff filed a
suppl enental response to UAH s comments. |n its Decenber 19
response, Staff asserts that the purpose of GW' s pricing
flexibility proposal is to retain |load. Staff argues that the
pur pose behind its proposal in Docket No. 93-076 "was to reduce
CMP s revenue requirenment in light of great ratepayer distress
regarding the level of OW' s rates, and was not directly rel ated
to load retention issues.” Staff further argues that

[a] reduction in rates for an entire customner
class for the purpose of |oad retention that
al so has the effect of |owering paynents
under "Scott-type" F contracts does not
contravene the bargai n enbodi ed in these
contracts. These Qs can not have a
legitimate expectation for any particul ar

| evel of rates or that OW woul d not be
allowed to lower rates to retain | oad under
lawful | y adopted regul atory procedures. The
"Scott-type" QFs clearly took the risk that
the rates to which their contracts are tied
coul d decrease, as well as increase during
the terns of their contracts.

Staff notes, however, that "it is the allegation
that GW is using ARP pricing flexibility for the purpose of
reduci ng contract paynments and 'funding' |oad retention
initiatives that is at the core of UAH s conplaint.” To address
this latter issue, Staff recomrends that the Comm ssion direct
CW to file additional "information regarding the identity and
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| oad characteristics of those custoners renaining on LGS T and
LGS ST rate schedul es and an anal ysis of why the rate schedul e
reductions are necessary to retain the | oad of these custoners .
. . . After reviewing this filing, the Comm ssion can deci de
what further process, if any, is required.”

On Decenber 20, 1994, QW filed a response to
Staff's Decenber 19 letter. |In its Decenber 20 response, COW
explains its rationale for class-w de reductions to its
LGS-ST-TQU and LGS-T-TQU rates and the conplications that woul d
result if the further exam nation requested by Staff were
gr ant ed.

On Decenber 16, 1994, the Gty of Westbrook
petitioned to intervene in this case "for the purposes of
submtting limted comrents” on the stipulated ARP. The Gty
argues that "[i]f the Comm ssion approves the ARP Stipul ati on,
the Gty of Wstbrook believes that CW woul d reduce rates for
industrial custoners, which in turn would reduce GV s paynents
tofacilities within the Gty which will directly inpact its tax
base.” The Gty asserts that "the proposed ARP Stipul ation
directly affects the value of 1/3 of the tax base of the Gty of
Vestbrook." In its Decenber 16 Petition, the Aty requests that
it be given until January 31, 1995, to file "detailed, fornal
Comment s" on the stipul ated ARP.

3. Anal ysi s

In their Joint Mdtion filed on Novenber 22, 1994,
CW and the | ECG requested the Comm ssion to issue certain
wai vers and findings that would all ow t he proposed schedul es and
5-year contracts to take effect at the sane tinme the stipul ated
ARP takes effect. These waivers and findings were di scussed and
issued in the Short Order that we issued on Decenber 30, 1994.

W find that the revised rate schedul es for rates
LGS-ST-TQU and LGS-T-TQU filed on Novenber 22, 1994, as nodified
by QW' s Decenber 13, 1994 filing, 2! in conjunction with the
wai vers granted in our Short Oder, conply with the ARP pricing
flexibility criteria contained in Attachnent F, sections I, |1(A),
1(B), 1(Q and I(F) of the stipul ated ARP.

V¢ reject UAH s argunent that CMP s proposed

2n Decenber 13, OW withdrew its proposed revision to
page 80.00 of the LGS ST-TQU Rate Schedul e.
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schedul e revisions are contrary to our ruling in Docket

No. 93-076 22 or contrary to 35-A MR S A § 3309. W therefore
deny both of the forns of relief requested by UAH di scussed
above. W generally concur with the argunents on this issue
filed by QW on Decenber 16 and sunmari zed above. W reject
Staff's recommendati on that OW should be directed to file
additional information about certain custoners to give us

addi tional insights into what may or may not have been QW' s
nmotivation for proposing rate reductions for custonmers in the
LGS-ST-TQU and LGS-T-TQJ rate cl asses. QW has provi ded
sufficient justification for its proposed schedul e revisions and
has denonstrated that the proposed schedul e revisions are
consistent with the provisions of the stipulated ARP. No further
inquiry by this Comm ssion is needed. 2

I n our Decenber 30 Short Order, we discussed and
denied the untinmely petitions to intervene filed by UAH and t he
Gty of Westbrook. [In our Short Oder, we noted that although we
denied UAH s petition to intervene, we gave careful consideration
to witten cooments filed by UAH regardi ng CM s proposed
schedule. W further noted in our Short Order that had the Gty
of Westbrook filed tinely witten comrents, those comrents woul d
al so have been given due consi derati on.

D. Proposed 5-Year Contracts

The proposed Standard Form Contracts filed by QW on
Decenber 19, 1994, 2 were filed pursuant to Attachment F,
section Il1l, of the Stipulation. The applicable criteria are set
forth on pages 5-8 of Attachnent F.

1. Positions of the Parties

In its Novenber 22 filing, QW provided rate

2(rder Concerning Staff Proposal for Retail Rate for Scott and

S. D Warren , Docket No. 93-076 (May 4, 1994).

Bsuch a finding by this Conmission in no way limts UAH s right
to pursue its alleged breach of contract claimagainst CMP in a
court of |aw

220WP had filed earlier drafts of the Standard Form Contracts on
Decenber 8, 1994. The Decenber 8 and Decenber 19 drafts of the
Standard Form Contracts were based on the Menorandum of Agreenent
filed by Gw on Novenber 22, 1994.
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desi gn workpapers that are intended to show the cal cul ati on of
"the proposed rates and denonstrate that the 15% 16% and 18%
reducti ons have been taken fromthe energy charges.” CW

i ncl uded addi tional workpapers in its Novenber 22 filing that
were intended to show "proposed fl oors conpared with the rates
denonstrating that the rates do not fall below the floors" and
"annual short-termmarginal energy costs conpared w th annual
contract rates for the five-year term . . . annual short-term
capacity costs conpared w th proposed contract rates over the
five-year termand . . . 'short-run marginal costs plus 1.5 cents
over the termof the contract' conpared to the revenue coll ected
over the contract term[Attachment F, section I11(B)(2)]."

In its Novenber 22 filing, CMP asserts that "the
proposed contracts [do not] induce permanent |oad and, thus, it
does not believe proof respecting these tests [in Attachnent F,
sections II1(E) and IV] is necessary." OCW concludes that "the
speci al contract rates are beneath the caps, satisfy the narginal
cost floors and are neither anti-conpetitive nor unduly
discrimnatory.”

In their Joint Mtion, the |ECG OW, the CPA and
the OCUC asserted that "the five-year contracts conformwth the
pricing flexibility provisions [of the stipulated ARP] . . . and
that they are not anti-conpetitive or unduly discrimnatory."”

In Comments filed on Decenber 14, the Advocate
Staff represented that

i ndi vidual special contracts substantially
simlar to the standard formcontracts filed
by GW on Decenber 8 only applied to exi sting
custoners and existing usage (including usage
fluctuations referred to as "creep"), would
conmply with the pricing flexibility criteria
contained in Attachnent F, Sections I11(A)

and 11 (B) of the pending ARP Stipul ati on.

Ve will reviewindividual contracts when

filed. W& wish to enphasize that our view
with respect to the conpliance of the special
contracts is prem sed on our understandi ng
that the contracts are not intended to and

w |l not have of the effect of inducing
permanent | oad to any significant degree.

2. Comments fromthe Public
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Two nenbers of the public filed letters comrenting
on CW' s proposed 5-year contracts. In comments filed on
Novenber 28 and Novenber 29, respectively, Peregrine Technol ogi es
and Turbonetics Equi prent assert that the contracts offered by
CVMP are anti-conpetitive and "predatory” in nature. Turbonetics
asserts that GOW will enter into a such a contract only if the
industrial custoner agrees not to install the type of equiprent
Tur bonetics manufactures and notes that "[t]his policy woul d
enable COWP to use its leverage as a nonopoly to successfully
buyoff even snall steamturbine projects which wuld capture
opportunities to produce power at no cost."

On Decenber 19, 1994, Turbonetics filed additiona
comments. In these additional comments, Turbonetics discusses a
project it has devel oped with a paper mll in Miine. Turbonetics
argues that despite the project's clearly | ower cost, the
stipulated ARP will allow OW to effectively bl ock the
installation of the project. Turbonetics argues that "[t] he use
of special rate contracts to buyoff small scal e generation
projects which offer power at a |ower cost than GW is an
anti-conpetitive policy." (enphasis in Oiginal)

To correct this problem Turbonetics proposes that
the foll ow ng | anguage be added to Attachnment F, section |11 (B)
"Special rate contracts shall not prevent the installation of
generation equi pment or the devel opnent of energy efficiency
projects which offer the custonmer a | ower cost source of power
than the contractual rate provided by the Conpany."

In its Decenber 12, 1994 response to the comrents
of Turbonetics and Peregrine Technol ogi es, OW argues that two
provisions in the ARP prevent the Conpany from engaging in
predatory or discrimnatory pricing. The first is the
requirenent in Attachnent F, section | that requires that rates
be set for existing core custoner classes between the rate cap
and a floor equal to long-termnargi nal cost. The second is the
requirenent in Attachnent F, section I11(B)(2) that requires that
the revenue collected fromspecial rate contracts will be no
| oner than the Conpany's short-run nmarginal cost plus 1.5¢/ kW.
CWP concludes that "[i]f Turbonetics cannot match QW' s fairly
conputed prices, it is a consequence of fair conpetition and
shoul d not give the Comm ssion grounds for rejecting the revised
rates or contracts."

I n response to the Novenber 29 Turbonetics letter,
the Advocacy Staff filed comrents on Decenber 14 in which it
asserted the fol |l ow ng:
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Wth regard to the comments on the LGS
proposal s that have been filed by custoners
and other interested persons, no i ssues were
raised that, in our view, would justify
denyi ng or delaying inplenentation of the LGS
proposal s. Al though anti-conpetitive and
predatory pricing i ssues were raised in the
comment s of Turbonetics Equi prent, Inc. and
Peregri ne Technologies, Inc., it is our view
that the nmarginal cost floor criteria that
govern pricing flexibility pursuant to the
ARP and that, as noted above, are net by the
LGS proposal s, provi de reasonabl e protection
agai nst the predatory pricing issues raised
by Turbonetics and Peregri ne.

However, after review ng Turbonetics Decenber 19 letter, Staff
filed additional responsive comrents on Decenber 19, 1994. In
its Decenber 19 comments, Staff indicates that it "now believes
that Turbonetics and Peregrine have raised a legitimte issue
inplicating the anti-conpetitive provisions of the ARP." Staff
notes that in a fully conpetitive market, a custoner woul d have
the option to supply a portion of its |load through efficient

t echnol ogy (such as that offered by Turbonetics) and the

remai nder of its load through an open market. Staff concl udes,
however, that if OW can induce a custoner to forego the nore
efficient technology for part of the custoners |oad by offering
the custoner a reduced rate on the custoner's entire existing

| oad, then QW has "nmarket power" which nmay inplicate the
anti-conpetitive provisions of the ARP. In Staff's view,

the pricing flexibility provisions of the ARP
were not intended to allow CW to use "narket
power"” to prevent or inpede the devel opnent

of | ower cost energy options. Such a result,
we believe, is prohibited by the
anti-conpetitive provisions of ARP (at | east
w t hout explicit Comm ssion review and
approval) and is precisely the kind of
situation that the notice and comrent
procedure is intended to uncover.

Staff notes that it does not knowif the
anti-conpetitive pricing tactics conpl ai ned of by Turbonetics and
Peregrine have in fact occurred. Staff therefore recomrends that
t he Comm ssion declare that the all eged behavior is
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anti-conpetitive and not permssible under the ARP' s 30-day
approval process and direct CMP to file a witten response to
Tur bonetics al |l egati ons.

On Decenber 20, 1994, QW filed a response to
Staff's Decenber 19 letter. |In its Decenber 20 response, COW
asserts that Turbonetics' allegations are "totally unfounded and
unsupported.” The Conpany al so addresses the specific situation
that it asserts gave rise to Turbonetics' allegations.

The irony of the Turbonetics allegations is
that the custoner (not COWP), exercised its
bar gai ning power to force OW to deal wth
the deferral of the turbine sinmultaneously
with the remainder of the load. The
situation at issue is a 3 MNturbine at Gis
Specialty Paper (which will replace a 1 MV
turbine). In response, is infornmed QW
that it wanted to address its total load in a
si ngl e package. Further evidence of the
total |ack of market power exercised by QW
will be filed with the Conm ssion when the
CGis contract is executed. That contract, in
the Self-generation Deferral R der, contains
a provision that if the Comm ssion does not
approve the turbine deferral rate, the
Qustoner, at its sole discretion, can
termnate the entire Qustoner Service
Arrangenent. This provision and the prior
conduct of the parties clearly shows that QW
used no market power to prevent Gis from
installing the Turbonetics generator.

3. Anal ysi s

VW find that the Standard Form Contracts filed by
CWP on Decenber 19, 1994, are consistent with the provisions of
the stipulated ARP and are not anti-conpetitive or unduly
discrimnatory. Specifically, we find that the Standard Form
Contracts, in conjunction with the waivers granted in our
Decenber 30 Short O der, conply with the pricing flexibility
criteria contained in Attachnent F, section I11(B).

W agree with OW that the requirenents in
Attachrment F, section | (rates nust be set for core custoners
between the rate cap and a floor equal to | ong-term narginal
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cost) and Attachment F, section I11(B)(2) (revenue from speci al
rate contracts will be no | ower than the Conpany's short-run
margi nal cost plus 1.5¢/ kW) prevent OW fromengaging in
predatory or discrimnatory pricing. Contrary to the assertions
of Turbonetics, we do not view OW' s offering to its LGS ST-TQU
and LGS-T-TQU custoners through the 5-year contracts in question
as a nonopoly product. CQustoners in those rate classes have
received the rate discount discussed in part C above and are not
required to enter into a 5-year contract to receive the initial
rate reduction. Such custoners could, if they so choose, decline
to enter into a 5-year contract with OW and instead enter into a
contract wth a conpetitor of GOW's such as Turboneti cs.

V¢ reject the argunment that custoners shoul d be
guaranteed the opportunity to simultaneously contract with Qw
and a technol ogy supplier such as Turbonetics. Such a guarantee
woul d destroy the bal ance that notivates OW to enter into the
5-year contracts.

The tariffed rate is the price that this
Comm ssi on establishes as the prinmary constraint agai nst QW
exerci sing narket power; OW is not free to collect nonopoly
rents by raising its price to profit-nmaximzing levels. So |ong
as COWMP sets its prices above cost (as the ARP requires), and so
| ong as those prices continue to be at or belowthe tariff |evel
(as the ARP also requires), COW has no "narket power" to injure
custoners or conpetitors. Qustoners can sinply decline to sign
contracts and rely on the tariffed rate; conpetitors can offer
what ever inducenents they choose to persuade custoners to remain
on the tariff (and not sign contracts) and purchase their
products i nstead.

E. Execut ed Custoner Service Agreenents

In our Short O der issued on Decenber 30, 1994, we
del egated our authority to review executed CQustoner Service
Agreenents (CSA) to the Drector of our Technical Analysis
Dvision. QW filed executed CSAs with the foll owi ng custoners
on the foll ow ng dates:

Chanpi on International Corporation Decenber 20, 1994
CGis Specialty Products, Inc. Decenber 21, 1994
The Chi net Conpany Decenber 21, 1994
Portl and Pi pe Line Corporation Decenber 21, 1994

Forster, Inc. Decenber 22, 1994
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Bath Iron Wrks % Decenber 22, 1994
CYRO I ndustries Decenber 22, 1994
Dragon Products Co. Decenber 22, 1994
Boi se Cascade Corporation Decenber 27, 1994
Nat i onal Sem conduct or Corporation Decenber 27, 1994
Uni t ed Technol ogi es Cor porati on,

Pratt & Witney Decenber 27, 1994
| nternati onal Paper Decenber 27, 1994
Gates Formed Fi bre Products, Inc. Decenber 27, 1994
Philips H net January 4, 1995

(On January 6, 1995, the Director of our Techni cal
Anal ysis D vision issued a Supplenental Order Relating to
Contracts. In the January 6 Order, the Drector found that each
of the 14 above-listed contracts is consistent with the
stipulated ARP % and ordered that the CSAs coul d take effect on
January 6, 1995.

F. Procedure for Processing Additional Executed Qustoner

Servi ce Agreenents

I n our Decenber 30 Short Order, we indicated that
executed CSAs (1) filed pursuant to the programinitiated by QW
inits Novenber 22 filing and (2) filed after Decenber 27, 1994,
will be reviewed by the Drector of Technical Analysis as they
are received.

VI.  CONCLUSI ON

V¢ have revi ewed the discrete conponents of the stipul at ed
ARP and find themreasonable. W have al so reviewed the
Stipulation on an integrated basis and find that it constitutes a
reasonable plan for regulating OW for the next 5 years. W have

3n Decenber 27, 1994, OW filed "Attachment B' to the Bath Iron
Wrks CSA that had been inadvertently omtted fromits
Decenber 22 filing.

26The Suppl enmental Order nmade clear that that Order did not
approve any of the Package Power riders attached to any of the
CSAs discussed in the Order. The Suppl enental Order also
indicated that the Drector's findings in that Oder were
prem sed on the understandi ng that each CSA addressed in the
O der was not expected to i nduce pernanent | oad.
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conducted our integrated analysis fromthree different
perspectives. Froma financial perspective, we conclude that the
stipulated ARP is sufficiently robust and flexible. Froma
qualitative perspective, we conclude that the stipul ated ARP
satisfies the goals, and is reasonably likely to produce a
substantial portion of the benefits, that we articulated in our
Phase | Oder. Froma |legal perspective, we conclude that the
Comm ssion has the authority to inplenent the stipulated ARP and
that doing so is not contrary to other provisions of Title 35-A

For all of these reasons, we adopt the stipul ated
Alternative Rate Plan for OW, submtted by several parties in
this case on Cctober 14, 1994. W ook forward to working
diligently to ensure that this new formof regulation brings
benefits to COW' s ratepayers and sharehol ders and, we are
confident, to the State of Mine.

Accordingly, in addition to the ordering paragraphs
contained in our Short Oder issued on Decenber 30, 1994, it is

ORDERED
1. That the stipulating parties shall prepare and submt
the issues lists, schedul es, explanations and di scussi ons set
forth in Part 1V (c)(6) of this Order; and

2. That this docket is hereby cl osed.

Dated at Augusta, Maine, this 10th day of January, 1995.

BY CRDER CF THE COW SSI ON

Charl es A Jacobs
Adm ni strative D rector

COW SSI ONERS VOTI NG FCR Wl ch
Hughes
Nugent
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Thi s docunent has been desi gnated for publication
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NOTI CE OF R GHTS TO REVI EW CR APPEAL

5 MRS A 8 9061 requires the Public Wilities Comm ssion
to give each party to an adjudicatory proceeding witten notice
of the party's rights to review or appeal of its decision nade at
t he concl usi on of the adjudicatory proceeding. The nethods of
adj udi catory proceedi ngs are as fol |l ows:

1. Reconsideration of the Comm ssion's Order may be
requested under Section 6(N of the Commssion's Rules of
Practice and Procedure (65-407 C MR 11) within 20 days of
the date of the Oder by filing a petition with the

Comm ssi on stating the grounds upon whi ch consideration is
sought .

2. Appeal of a final decision of the Comm ssion nay be
taken to the Law Court by filing, within 30 days of the date
of the Oder, a Notice of Appeal with the Admnistrative
Drector of the Comm ssion, pursuant to 35-A MR S A

8 1320(1)-(4) and the Maine Rules of Gvil Procedure,

Rule 73 et seq.

3. Additional court review of constitutional issues or

i ssues involving the justness or reasonabl eness of rates may
be had by the filing of an appeal with the Law Court,
pursuant to 35-A MR S. A 8 1320(5).

g

The attachnent of this Notice to a docunent does not
indicate the Coomssion's view that the particul ar
docunent may be subject to review or appeal.

Simlarly, the failure of the Comm ssion to attached a
copy of this Notice to a docunment does not indicate the
Comm ssion's view that the docunent is not subject to
revi ew or appeal .
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APPENDI X A
PROCEDURAL HI STORY

(n Decenber 29, 1992, OWw filed a 60-day notice of intent to
file a request for an increase in non-fuel rates of approximtely
$95 mllion. On Decenber 14, 1993, the Comm ssion issued its
final Oder in Phase | of this case in which it (1) ordered the
Conpany to file schedules to increase its rates by approxi mately
$26 nmllion; (2) found OW' s perfornmance in the area of
managenent efficiency and cost cutting to have been i nadequat e;
and (3) determned that an alternative rate plan (ARP) is likely
to be a better nmeans to ensure that ratepayers do not pay for
inefficiency and that nmanagenent has the proper incentive to
control costs. In the Decenber 14 Order, we initiated Phase |
of this case in which CW and other parties were given an
opportunity to work out the details of a specific ARP for QW
The Decenber 14 O der noted that if the parties were unable to
reach consensus on an ARP proposal, the Comm ssion would initiate
a formal Phase Il proceeding in which we woul d consi der an ARP
for QW

After several nonths of discussions anong the parties,
negoti ations broke off. On April 22, 1994, the Exam ner issued a
Schedul ed Order initiating a process and schedul e to be foll owed.
On May 10, 1994, the Comm ssion held a Conference of Counsel to
di scuss issues and procedures. The Phase | parties who requested
to participate as parties in Phase Il include the ABC, the Navy,
the Public Advocate, the |ECGG the AARP, BIW 27 the COUC and
Madi son Paper. 2 Parties filed direct testinmony on June 15;
rebuttal testinony on July 21 and 28; and surrebuttal testinony
on August 11 and 16. Wth its direct testinony, OW filed a
specific plan that became known as the OW ARP. Several non- QW
parties supported an alternative plan that becanme known as the
Publ i c Party/ Qustoner Proposal (PPCP) ARP.

The Comm ssion held a case nmanagenent conference on
Septenber 1. Public witness hearings were held in Portland on
Septenber 7, Lew ston on Septenber 8 and Augusta on Septenber 19,

2IOn April 26, 1994, BIWfiled a letter indicating its
desire to "remain on the service list for Phase Il of this case."
However, BIWdid not actively participate in Phase |1

2B Cctober 13, 1994, Madi son Paper filed a letter noting
that because it is no longer a retail customer of OW it is
withdrawing as a party in the Phase Il proceedi ng.
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for the purpose of hearing testinony fromthe general public on
the nerits of any alternative to traditional forns of utility
regul ation for GW. Twenty-five public w tnesses testified at

t hese hearings. Sonme nenbers of the public spoke in favor of,
and sone opposed, the concept of an ARP for CMP and the specific
ARP proposal s then pendi ng before the Comm ssi on.

The Comm ssion held evidentiary hearings from Septenber 15
t hrough Septenber 28 during which the foll owi ng w tnesses
testified and were cross-exam ned: Septenber 15, Marsh/Call;
Septenber 16, Marsh/Call, A exander, Geen and Wil ;
Sept enber 19, Christensen/ Lowy, Kahn; Septenber 20, Kahal and
Kahn; Septenber 21, Huntington; Septenber 23, Force/ Qutter; and
Sept enber 26, Tal bot, Carlson and Goodnman. Testinony during
hearings focused on the relative nerits of the QW and PPCP ARP
and the question of whether any ARP shoul d be adopted for QW at
this time.

Onh Cctober 6, the Staff filed a letter representing that the
Staff, CGWP, the CPA the CCOUC and the Navy had reached an
agreenent in principle that sought to resolve all renaining
issues in the Phase Il proceeding. On Cctober 14, QW filed a
Stipul ation on behal f of those parties. 2 On Cctober 17, the
Comm ssion held a conference of counsel to discuss the processing
of the Stipul ation.

On Novenber 3, the Comm ssion held a hearing on the
Stipul ation during which David Marsh, Barbara A exander, Faith
Hunti ngton and Gordon Wil responded to questions about the
Stipul ation.

On Novenber 22, OW filed a two-part program proposal
pursuant to the Flexible Pricing terns of the then-pending ARP
Stipulation. The two-part programincluded revi sed schedul es and
5-year special rate contracts for nenbers of QW' s LGS ST-TQU and
LGS T-TQU rate classes. Al so on Novenber 22, the |ECG CW°, the
CPA, and the COQUC filed a Joint Mdtion to establish procedures
for processing the renainder of this case and obtain wai vers of
certain provisions to permt the Conm ssion to consider the
revi sed rate schedul es and proposed 5-year contracts at the tine
the Comm ssion deliberates the nerits of the stipulated ARP. By
O der issued on Novenber 22, the Examner granted the Joint

X®The AARP ultinately signed the Stipulation. The | ECG and
Bl Whave taken no formal position with regard to the Stipul ation.
The ABCis the only party that opposes the Stipul ation.
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Mot i on.

On Novenber 23, the following parties filed briefs in this
proceeding: the Staff, Ow, the OPA the AARP, the COUC, the ABC
and the Navy. An Examner's Report was issued on Decenber 9.
Exceptions were filed by the follow ng parties on Decenber 14 by
the Staff, OPA, COUC and OW. The Comm ssion hel d deliberations
on the stipulated ARP and OW' s revi sed rate schedul es and
proposed contracts on Decenber 20, 1994.

Bet ween Decenber 20, 1994 and January 4, 1995, QW filed 14
execut ed Qustoner Service Agreenents (CSAs) as part of the 5-year
contract portion of its Novenber 22 program proposal .

The Comm ssion issued a Sunmary of Decision and O der
("Short Oder") in this case on Decenber 30, 1994. The Decenber
30 Short O der approved the Cctober 14 Stipul ation; granted
certain wai vers requested in the Novenber 22 Joint Mtion;
allowed the rate schedules filed by GV on Novenber 22 to take
effect; found that the Standard Form Contracts filed by QW on
Decenber 19 were consistent with the stipulated ARP and not anti -
conpetitive or unduly discrimnatory; and del egated authority to
the Director of the Comm ssion's Technical Analysis Dvision to
revi ew t he executed CSAs.

(On January 6, 1995, the Director of the Coonmssion's
Techni cal Analysis D vision issued a Suppl enental Order relating
to contracts in which he found that each of the 14 CSA's filed
bet ween Decenber 20, 1994 and January 4, 1995 is consistent with
the stipulated ARP and ordered that the CSAs coul d take effect on
January 6, 1995.



Summary of Direct Testinony Positions of Parties

| ssues

Price
| ndex

Profit
Shari ng

Pr oduc-
tivity
O f set

CVWP ARP

CPI -U

2/ 3 custoner;
1/ 3

st ockhol der
outside + 150
basi s poi nt
bandwi dt h

1/ 3 of
inflation

i ndex

begi nning in
1997

APPENDI X B

CVP ARP Docket No. 92-345 (Phase 11)

PPCP

&@P- Pl

50/ 50 sharing
outside + 350
basi s poi nt
bandwi dth with
10. 55% RCE

0.5%in '95
& 96; 1.0%in
'97: 1.5%in
'98 & 99

STI PULATI ON

@P- Pl

50/ 50 sharing
outside + 350
basi s poi nt
bandwi dth with
escal ati ng RCE

0.5%in '95;
1%in '96-'99
with a"Q
factor to

adj ust for
non-inflation
driven costs.



| ssues

Annual
revi ew

Cust ormrer
Sati sf ac-
tion &
Reliab'ity

Definition
of
Mandat ed
Cost s

CWP ARP

| ndex,

shari ng,
nmandat es,

cust omrer
servi ce and
reliability,
reporting and
conpl i ance

No penal ties

DSM F
contract
buyout and
restructuring

PPCP

| ndex,

shari ng,
mar gi nal
costs,

nmandat es,

cust omrer
servi ce and
reliability,
reporting and
conpl i ance

Measured to
basel i ne;
penalties up
to $5.0
mllion if

bel ow basel i ne

Narrow | i st

i ncl udes

f 1 owt hr oughs
pl us ERAM &
cancel ed pl ant
anortizations

STI PULATI ON

| ndex,

shari ng,
mar gi nal

costs,

nmandat es,

cust oner
servi ce and
reliability,
reporting

and conpl i ance

Measured to
basel i ne;
penalties up
to $3.0
mllion if

bel ow basel i ne

DSM ELP
FASB106, F
restructuring
pl us extraor-
di nary costs



| ssues

Fuel and
Pur chased
Power Cost
Recovery

DSM i ssues

Ootion to
Term nat e

CWP ARP

Recovery thru
CPl - U i ndex
and no
reconciliation

Mandat e

(f1 owt hr ough) ;
Standards to
fol |l ow

Reviewin '97
and
termnation
feature

PPCP

The FCA
suspended; not
reconci |l ed;
separat e
escal ati on

Mandat e

(f1 owt hr ough) ;
Standards to
fol |l ow

Review i n four
years and
authority to
nodi fy or
termnate

STI PULATI ON

Recovery thru
GDP- Pl | ndex

Mandat e

(f1 owt hr ough)
addi ti onal

pr oceedi ng;
st andar ds;
penal ties

Reviewin '97
to consi der:

1) cost of
capital, 2)
pricing
flexibility,
3) Hectric
Lifeline
Program
Fundi ng, 4)
ot her ARP

conponent s



No. | ssues

10 Fl exi bl e
Pricing

11 El ectric
Li feline

Program

CWP ARP

Capped
| ndex;
MC

@
Fl oor @

Cont i nues at

current

| evel

PPCP

Capped @

| ndex; Floor @

| ong-run M
det ai | ed
provi si ons

Conti nues at
current |evel

STI PULATI ON
Capped @

| ndex; Fl oor
to be

est abl i shed;
detail ed
provi si ons

Conti nues at
current |evel
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